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Parliament Buildings, 
Toronto, Ontario, 
April 25, 1938 


MORNING SESSION 


At 10.50 A.M. the Commission met. 

HON. MR. CONANT, Attorney-General of Ontario: 

Mr. Chairman, and members of the Commission: Due tc 
the unavoidable absence of our Prime Minister, I am acting 
on his behalf. May I take this opportunity of welcoming 
this commission to the province of Ontario. Although one 
of the last in which sittings are being held, Ontario is 
by no means the least of the provinces which go to make tn 
the Dominion of Canada. On the contrary, from the standpoint 
of population and =. its contribution to the Federal 
exchequer or the contribution of its citizens, it is tre 
largest of the provinces, so that the status of thas 
Commission and it®sdeliberations are matters of considerablc 
importance to the province of Ontario. 

Confederation, of course, was brought about by 
conferences and by agreement. Likewise, and in the finai. 
analysis, problems of the Dominion and the provinces car. 
probably be solved and the welfare of the country assuied 


only by understanding and agreement. It is rather a 


departure from our practicé and experience, preceding and 
since Confederation, in the affairs, particularly in the 
relationship between the Dominion and the provinces, vo 
have that relationship examined by a Commission such 4s this. 
If, as a result of its deliberations this Commission can 
contribute anything towards a better understanding and 

a more harmonious solw’sion of our problems, it certainy 
will not have labourer’. in vain. 

We are offering you gentlemen the hospitality of this 
legislative chamber, sometimes the scene of more beligerent 


activities than will perhaps characterize these deliberations 
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We offer you all the facilities at our command and we hope 
you will find these arrangements convenient thereby 
facilitating your work. It is our understanding that 
during this week submissions will be made to you by the 
various organizations and that a week hence the province 
of Ontario may commence its submission. The preparation 


of the brief has been directed towards this end, The prime 


minister will be present at that time to lead in the 


submissions to be made by this province. Gentlemen, we 
welcome you as a commission and as individuals. 

THE CHAIRMAN: Mr. Conant, as this is my native 
province, I shall ask Dr, Sirois, from the province of 
Quebee, to reply to your words of welcome. 

DR. SIROIS: Mr. Attorney-General, our earned and 
highly respected Chairman asked me to reply on his behalf 

and on behalf of our Colleagues to your address of 
welcome. For that agreeable task, he has chosen the French 


Canedien member of the Commission. He has probably heard 


that, familiar with voices from Quebec, your government 

is even quite friendly to some of them, It is therefore 
with pleasure that speaking in the name of all my colleagues 
and myself, I espress our sincere and grateful appreciation 
of your cordial words delivered in your name, in the name 

of your Premier, Hon. Mr. Hepburn, your Government and of 
the Province of Ontario, 

This Commission has been appointed under very trying 
conditions. The framers of our Constitution had shown 
wonderful foresight. JI must say that, to eee invest- 
igation has proved the magnitude of their task, /task met 
with a wisdom and care which we can never sufficiently 
admire and praise. 

However, the depression of the last seven or eight 


years has brought to light certain difficulties in Govern- 
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ment finances (both federal and provincial) which have led 
to the creation of the present Commission. 

What is the sphere, what are the limitations of our 

authority? Without limiting the general scope of our 
inquiry, the Order in Council appointing us as Royal 
Commissioners, instructed us in particular: 

(a) - to examine the constitutional allocation of 
revenue sources and governmental burdens to 
the Dominion and provincial governments, the 
past results of such allocation and its 
suitability to present conditions and the 


conditions that are likely to prevail in 


the future; 

(b) to investigate the character and amount of 
taxes collected from the peopie of Canada; 

(c) to examine public expenditures and public 
debts in general; 

(d) to investigate Dominion subsidies and grants 


to provincial governments. 
We are also instructed to express what in our opinion, 


subject to the retention of the distribution of legislative 


bowers Cssential to a proper carrying out of the federal 
system in harmony with national needs and the promotion 
of national utility, will best effect a balanced relation- 
ship between the financial powers and the obligations 
and functions of each governing body, and conduce to a 
more cfficient, independent and economical discharge 
of governmental responsibilities in Canada. 

Briefly, our main function is to re-examine the 
economic and financial bases of our federation, and of the 
distribution of legislative powers in the licht of the 


economic and social development of the last seventy years. 
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I am sure everyone will agree that this is as big 
and difficult a task as could be committed to any body of 
men to perform. 

In such a country as Canada, extending from the 
Atlantic to the Pacific, from the American border to the 
Arctic Ocean, with provinces on the shores of two oceans 

and others land-locked, and two at the head or along largo 
waterways, wigh industrial, deep water fishing and agric- 
ultural provinces, the interests are of necessity different 
and even seem opposed to each other. 

It will be our task to find, if possible, the necessary 
solutions, and suggest means to conciliate these interests 
so as to allow the federal and provincial authorities 
to function smoothly and harmoniously within the properly 
defined limits of their respective jurisdiction. 


It is practically impossible for us even to attempt 


such a task if we do not receive every possible help from 
the different governments, associations, corporations, even 
churches. We welcome any assistance we can secure. We 
may fail, but it will certainly not be for lack of good 
will and devotion to duty on our part. 

Once again, Mr. Attorney-General, I beg you to accept 
our most sincere thanks for your kind words and promise 
of cooperation, thanks which we extend to the twenty and 
more associations which have so willingly sent us bricfs and 
statements. 

THE CHAIRMAN: The first brief to be hoard this 
morning is the submission of the Citzaen&' Research Institute 
of Canada. It will be presented by Dr. Brittain, 

SUBMISSION BY 
CITIZENS' RESEARCH INSTITUTE OF CANADA 
DR. H. BRITTAIN, Secretary, was called, 
DR. BRITTAIN: Mr. Chairman and Commissioners, I 
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presume you have copies of the brief, 

THE CHAIRMAN: Yes, Dr. Brittain; would you just 
bricfly outline the work of your institute to the members 
of the Commission in order that we may have before us and 
that the record may contain the character of the work of 
your organization. 

DR. BRITTAIN: The Citizen's Research Institute of 
Canada was founded in 1919 for the purpose of doing what 
‘gould be done to improve the Government of Canafla, not 
only the Federal and provincial government, but the 
municipal government as wel]. This was to be done through 
the supplying of information to citizens. It was folt that 
informed citizenship was the foundation of good government. 
The five or six citizens who took the lead in this move- 
ment were siezed with the importance of the task. Since 


that time the staff of the institute has prepared and 


published ten reports every year on some phase of governnent- 
al taxation and expenditure for public statistics for the 
use of banks, investors, and investing houses, having to 
do with the financial statistics of the three levels of 
government, I think this statement covers our activitics, 
briefly. 

tT have prepared a summary from which I wish to =~ 
speak this morning and if you would like to have copies I 
can leave “them with you. Instead of discussing this 
rather voluminous brief, I thought it better to touch upon 
the points which I deem of some importance. If you would 
like it I will give Mr. Fowler copies of this summarv for 
the Commission. 

THE CHAIRMAN: We would be very glad to have those 
copies. It is a very important brief, Dr. Brittain, dealing 
with some of the most difficult problems with which we have 


to deal. It is the desire of the Commission that you take 
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sufficient time to present the matter as fully as you 
believe necessary. 

DR. BRITTAIN: I thank you very much, Mr. Chairman. 

We hawe spent a good deal of time in the preparation of 
this brief, as you know, It is based not on material 
gathered together during the last few motths, but it is 
based on material which has been in the course of 
preparation for nineteen years. As a result of this it 
has a forward and backward jook. It is probabl¥ more 
important on this account. We hear, in Canada, people 
expressing the opinion that there is too much government 
in Canada. I have never heard anyone dispute that fact, 
but I have never found two people who agreed dpe ee as 
to what it meant. 

THE CHAIRMAN: Or as to how it may be remedied. 

DR. BRITTAIN: Yes, some of them think there are too 
many governments and they would unite two or three of the 
provinces. Some, however, think there are too many persons 
employed in government and i have heard statements that 
@s high as ten per cent of the people in Canada are 
employed in government, This, of course, is not correct, 
There are others who believe that the Government has 
undertaken too many services. This, of course, depends 
upon a person's philosophy as to what a government should 
undertake. I am not saying anything at ali about the 
third point, as to what governments should undertake. I 
have my personal opinion on this point, but it is not a 
subject given to factual discussion; it is lergely a matter 
of a person's background. 

Most people agree there are too many governing bodies 
in Canada with the power to spend the public revenues. There 
are, one national parliament, nine provincial parliaments, 


three thousand nine hundred and ecight-one municipal councils, 


ae eitesae ‘Bigs aye ‘4 save 


‘ery 


DI since 


: oc: cee att a 
is ae 
; RROE LES 
Gens 
pe 
;  dikeetoo bes : ‘aioe ah ia 
‘Bet sapmts Soe’ " ott vate oretigs cea ae 
TOE *s BR EO ‘yr eat scphwrce pai ee 
Biware a3 enens gO 3 2 a! vakw oo” Be  Mpagoae fag | | 
| bus « ince a ty mah, oe ean Pete et 
1 Vetatebinn eave iabpeebiter ns TOR, pais ‘oe Se 4 
‘ nes a a oa ne SRD dol jh 
Ds teongenl’s Yoder doe habit eet 
; i tod aurtretes ra 
a | ero?" st ‘em 1 BS inte, al 
ros ; ea tae ti ‘Hacer ol 


6635. 


twenty three thousand two hundred and seventy-cight local 
school boards. This makes a total of twenty-seven thousand 
two hundred and sixty-nine public authorities with the 
power to incur public expenditures at the expense of the 
taxpayers of Canada, All citizens of Canada who pay their 


bills are directly or indirectly taxpayers. I suppose 


there would be between one hundred thousand and one hundred 
and ten or twenty-five thousand people in Canada who are 
members of these parliaments, councils, boards and 
commissions, that is, without including the ad hoc 
commissions which have been appointed very freely by the 
municipalities in Canada, I am speaking of the permanent 
ad hoc administrative commissions such as the hydro-electric 
commissions in the cities of Ontario and commissions which 
have to deal with telephones in some of the other pruvinces. 
This is a large number of people and is a population about 
half way between that of the city of London and the city 
of Hamilton. It would seem to me that if Democracy consists 
in having as many people as possible assist in the process 
of government, this is certainly a democratic country. 
It seems to me that the chicf hope of simplification 

in this field does not lie so much in the provincial 
field as in the municipal, the field of local government. 
You will notice there are 23,278 local school boards in 
3,981 municipalities. It seems to me that this is where 
a saving could be effected, not because these men are paid 
high salaries, that is a very small part of the expenditure, 
but through such a division in organization is is almost 

impossible to get the necessary coordination of staffs. 
The savings will be in administration, it will not be a 
waving in staff. Frequently we are told that it is 
impossiblé to put two departments together because the 


head of each department has toomrch work to do now. If 
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you take that argument logically, a lot of the departments 
which are now in existence would be divided. I remember 
one man telling me there ought to be a hundred wards in 
the city of Toronto instead the number now existing, It 
might also be said that there ought to b e a good many more 
provinces, and I see there is a move on foot to establish 
another province at the present time. We might have, for 
example, if the municipalities were combined or the school 
boards were combined, a great many more full-time officials. 
Instead of part time assessors, we could have full-time 
assessors; instead of part-time treasurers, we could have 
a full time official. Instead of part-time auditors we might 
have one covering an area of eight or nine municipalities. 
It would then be possible to afford well-trained officiais 
instead of having to take officials who are trained on the 
whole 

The Dominion per capita current expenditure declined 
between 1920 and 1928 and did not reach the i921 level until 
1931. The authorities might have maintained revenues, 
controlled ordinary expenditures, thus greatly reducing the 
debt and being in a better position to meet the depression. 
The debt per capita declined from 1922 to 1929 and did not 
reach the 1922 figure until 1932. This means that the 
Dominion did a good jiob to the extent it reduced the burden 
of debt during the time immediately preceding the depression. 
If, however, the Dominion and the provinces, instead of 
reducing taxation -- sometimes it was justifiable, but if 
taxation had been kept up and the greater surplus used for 
the reduction of debt, there would have been a larger pool 
of credit which could have been used for capital works 
during the depression. Capital works, not of » relief 
nature, but works which had accumulated and were necessary. 


All who have seen relief workers know what I mean when I say 
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that works, generally, having the relief tag are much 
more expensive than works which do not have this tag, 

THE CHAIRMAN: At some point you come to the growth 
of public expenditure, public debt, federal; I believe that 
is in your brief? 

DR. BRITTAIN: You will find a statistical analysis 
of that in the last few pages. 

THE CHAIRMAN: I do not wish to divert you from your 
present line, Dr, Brittain, but I notice the next item is 
provincial current expenditure. Are you passing from the 
public expenditure of the Dgninion, now? 

DR. BRITTAIN: I am referring here simply to the 
public expenditure of the Dominion of Canada. 

THE CHAIRMAN: Are you coming back to that question? 

DR. BRITTAIN: Yes, I will come back frequently to all 
of the debts, 

THE CHAIRMAN: Very well, then, thank you. 

DR. BRITTAIN: The provincial per capita current 
expenditure increased annually until 1932, not accompanicd 
by a reduction in debt and went up in the next four years. 
It has gone up steadily, 

THE CHAIRMAN: Just for the purpose of our record, 
unless you are coming back to the figures again, will you 
tell us how much the increase has been in both the Dominion 
and the provinces? 

DR. BRITTAIN: In the chart at the end, you will find 
in Chart A at the back of the brief a combination of all of 
the facts with regard to expenditure, revenue and debt, 

On page 9 you will find a table showing the Dominion current 
expenditures. I will present it now, in the table, if you 
like or I shall present each one separately as we come to 
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illuminating and it makes the official record more 
intelligible if you will give the figures as you are dealing 
with them. You could give the individual units as you 
come to them, 

DR. BRITTAIN: Yo@ mean the Dominion current expenditures’ 

THE CHAIRMAN: The Dominion current expenditures, 
shOwing the increase, then the provincial current expend- 
{tures as well as the municipal. 

DR. BRITTAIN: The Dominion current expenditures 
you will find on page 9. The Dominion current expenditures 
rose from $54,700,000 in 1904 to $526,625,195. The per 
oapita expenditure rose from $9.39 in 1004 to $48.16 in 1955. 
The per capita, modified by the cost of living figures went 
up from $14,88 in 1913, which was the first year in which 
the cost of living figures were given, to $37.92 in 1955, 
You will notice that in 1922, the onset of the depression, 
there was a considerable reduction of per capita expend- 
itures over 1921. In 1921 the per capita expenditure was 
$46,21 and it went down steadily to $45.01 in 1922, then 
to $40.15 and it continued to go down until 1927 when it 
yeached $36.00. In 1928 there is a slight increase, and 
jn 1929, the first year of the dé@épression, the per capita 
current expenditure was $38.46. In the years between 1927 
and 1931 there was a continuous reduction in the per eapita 
exppandituree 

Now, with regard to the debt, which you will find on 
page 11. The debt rose from $191,108,761 in 1904 to 
$4,490,144,550 in 1935, During this time the population 
rose from 5,827,000 jn 1904 to 10,935,000 jn 1935. While 
the population was doubling the debenture debt went up 
from $191,108,761 to $4,490,144,550. During this time 


the per capita debt rose from $32.80 to $410.62. 
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You will notics that in 1922, the per capita debt was 


$326.97, and it was reduced continuously until 1929, which 
wes the lowest point, when the ~.ur ceavuits debds was 
$305.62. In 1930, it rose to $320.78 and it continued to 
rise until 1935 when it had reached $10.62. 

THE CHAIRMAN: The per capita went up from $32.80 
in 1904; to $410,62 in 1935, These figures, bring out 
very strikingly the enormous increase in public expenditure 
and in public debt during that period. It is, perhaps, 
not tc be wondered at that people are now commencing to 
realize the burden of debt which this country is attempting 
to carry. 

>. BRITTAIN: The thesis i am trying to show is that 
the credit pool as it were, should be inereased during 
good times in order that it may be drawn upon in bad 
times, To a certain extent, the Dominion did do this. 
However, the Dominion did not do this to as great an 
extent as would have been possible, if the revenues had 
not been cut. If the level had been maintained, it would 
have been more possible to decrease the debt. For example, 
if a province has an amusement tax, it might be felt that 
the province did not need the amusement tax. To my mind, 
though, it is very doubtful whether A otis au.ways advisable 
to reduce such a tax, It might be better if, for example, 
it were passed on to the municipality; if it were not 
kept by the province, but went to aid the municipalities 


im reducing their debts and pay capital expenditures out 


of current revenues. I think it is unwise for governments 
to take it for granted that good times are going to con- 
tinue indefinitely. It is just as well to have a Little 
bit of Scotsh ancestry showing and hold on tu revenues 

a little Loans than the government has been doing. One 
can hardly fail to notice that a good many of the tax 


reductions occur shortly before elections. It maz not 
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be necessary to reduce those taxes for financial reasons, 
but it may be necessary for political reasons, I think 
it will be necessary for us to forget about some of the 


political reasons if we are to going to properly govern 


the finances of the country. 
We now come to provincial current expenditures, which 


you will find on page fourteen, In this case I did not 
feel it necessary to go into the details as to how the 
provinces vary, but rather to give the general trend of 


the provinces. Current expenditure went up from l' 04 
when it was $16,360,000.00, to $233,597,000.00, in 1935. 
Between 1921, and 1935 it went up from $99,894,000.00, 

to $232.597,000.00. If you look at the per capita current 
evipenditure eclumn you will see that there was no drop 

as there was in the case of the Dominion , 

THE CHAIRMAN: I see the per capita current expenditure 
rose from $2.83 in 1904 to $21,30 in 1935. 

DR. BRITTAIN: Yes, and with regard to debt, you will 
find the table on page fifteen. This table shows the total 
dubt of the province, less sinking funds. In 1921, the 
total debt was $703,227,5°0.00, and in 1935, it had 
risen to $1,734,240,198.00, almost a billion dollars had 
been added to the provincial debt during that time. 

THE CHAIRMAN: You have not got the provincial debt 
as of 1904, have you? I think it would be interesting 
to have the figures corresponding with the “Dominion total, 

DR. BRITTAIN: No, we coulda not get the figures for 

1904, we could only get the figures for the debt of 1921. 
We could get an approximation, but we did not feel it was 
good enough. As a matter of fact, as far as we can find, 
the same thing was in evidence, but we were not sufficiently 
sure of the figures to use them. 


THE CHAIRMAN: The debt rose from $705,000,000.00, 


in 1921 to $1,734,000,000.00, in 19355. 
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DR. BRITTAIN: That is the increase in the total 
debt and in the per capita debt it almost doubled. In 


1921, the per capita debt was $80.02, and in 1935, it 
was $158.71. This table shows that there was no attempt 
at reduction--there might have been an attempt, you can-~ 
not say there was no attempt, but there was no successful 
attempt to reduce the debt during expanding times in 
order to have a reserve of credit for use in times of de- 
pression. 

THE CHAIRMAN: You are speaking of the provinces 
as a whole. It might have been that some of them did it. 
This is a general analysis and only a detailed analysis 
would determine this point. 


DR. BRITTAIN: We have an analysis at the office, 
put I did not bring it with me. I think it might be 


said that this is true of all the provinces with the ex- 
ception of one or two. 

Municipal debt is very difficult, as you know. It 
has only been since about 1920 that there has been debt 
control exercised over the municipalities. While there 
is a lack of uniformity in the country as between the 
provinces, there is a greater lack of uniformity in 
the provinces as between the municipalities. It is very 
aifficult to get figures upon which reliance can be placed. 

THE CHALRMAN: You start here with the year 1904, 

I see, in the municipal debt table. 

DR. BRITTAIN: The 1904 figure and the 19135 figure 
are fairly comparable, but not nearly as comparable as 
the later figures. An examination of the federal and 
provincial figures indicated the key years, and for this 
reason the number of years to be selected for this table 
was recuced to a minimum. You will notice that the gross 
expenditure, after subtracting the subventions and g-ants, 


for the year 1904 was $36,867,406.00, The per capita debt 
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for_the year 1913 is given as $14.90-and in 1935 the 
net per capita had increased to $25.72. This is not to 
be wondered at, because since 1921 the urban population 
has increased very Largely, The larger a city grows 
the tendency is for the per capita to grow. One would 


imagine that as a city grew larger the overhead would be 


more evenly distributed and the per capit would be cut 

down. Unfortunately, psychology intervenes and when a 

city grows it begins to get big ideas. This is true both 

in the United States and Canada; the larger a city grows, 
the larger the per capita beaomes. The total debenture 

debt for municipalities in 1922, was $839,206,244.00, 

and in 1935, it had risen to 81,168,932,846.00. The 

per capita net total debenture debt of municipalities has 
risen from $101.13 in 1922, to $116.36 in 1935. Apparently 
the municipalities have either been more careful or have 


found it har*ter to increase expenditures than the province 


or the Dominion. I will come to that in the summary later. 
The next vera is the expenditure and current accounts 
of the government, You will find these on table eight 
On page ninetusn. You will notice, aceording to this table 
that the net expenditure of all governments went up from 
$103,501,909.00, in 1904 to $1,070,969,241.00, in 1935, 
that is an increase of almost ten times. The per capita 
net expenditure sel governments, based upon the total 
population of the Dominion, mene apy trom $17.76, in 
1904 to $97.93, in 1935. The per capita net expenditure 
of all governments, modified by the cost of living rose 
from $34.12 in 1913, to $77.11 in 1955. At the beginning 
of this period in 1904, almost 53 per cent of the total 
public expenditures were federal expenditures. In 19365, 
49,12 per cent were federal expenditures. There has 
not been very muci:: change, but it actually went down to 


as low as 43.63 per cent in 1913. The provincial expendi- 
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tures, however, are different. In 1904, provincial 
expenditures were 11.50 of the total and in 1935, they 
were 20.14 per cent of the total. Municipal expenditure 
was 35.62 per cent in 1904 and 30.74 per cent in 1935. 

The municipalities, in spite of the increase in population, 
declined as compared with the other levels of government, 
The provinces increased and the Dominion per centage went 
up slightly. J think. personally, that that is a very 
important table, showing the change im the relationship 
between the three levels of government. 

THE CHAIRMAN: In dealing with those figures, are 
you putting the municipalities as including both counties 
and townships. 

DR. BRITTAIN: Yes, be ause in Nova Scotia, the 
counties are called municipalities. In Ontario the 
counties are listed among the municipalities, so we have 
always included them. 

THE CHAIRMAN: Would these expenditures include schal 
expenditures? 

DR. BRITTAIN: Surely, we have included school ex- 
penditures as being local expenditures paid out of local 
revenue. 

Unless you have some other question, Mr. Chairman, 

I will continue with the summary. 

The provincial per capita current expenditures 
imereased annually until 1932, not accompanied by a re- 
duction in debt, and went up in the next four years, 

THE CHAIRMAN: You have given us the total expenditure, 
but you have not given us the total debt. 

DR. BRITTAIN: On page twenty-one you will find the 
debenture debt. 1922 was the earlicst year for which 
we could secure figures owing to the difficulty in getting 


municipal figures. In 1922, the total dobt amounted to 
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$4,669,959,043.00, and in 1935 it amounted to $7,393,317,594, 
The federal percentage of this went down from 65.5 pcr 

cent in 1922, to 60.7 per cent in 1935. The per capita 

debt is given as $523.60 in 1922 and $676.12 in 1935. 

The provincial per cent of the total went from 16.5 per 

cont in 1922 to 235.5 per cent in 1955, The municipal 

yer cent of the total is given as 18.0 per cent in 1922, 
and 15.8 per cent in 1935. The same tendency with 


regard to debt may be scen in this table. 


The provincial per capita current expenditure in- 
creased annually until 1932. The peak of the per capita 
municipal expenditure is in 19350. There was a decline 
jin 1932, 1933, and 1934, with a slight increase in 1935, 
There was a decrease in the per capita net debenture debt 
in 1932, 1933, 1934, and 1935. It was not as high in 
1935 as in 1932 despite the funding of relief, This shows, 
I suppose, that hope springs eternal in the human breast. 
Whether or not the increase in provincial debt was due 
to chance, extravagance, or inadequate revenues can only 
be determined by inquiry. I think this is important and 
I suggest that an inquiry should be made to determine 
why the municipalities show a decrease when the others 
aid not show a decrease. In 1935 about 28.15 per cent 
of the national income went to public expenditure, and 
about 18.47 went to taxation. Whether municipal response 
in current expenditure and in debenture debt was due 
to provincial supervision, insufficient revenue base, 
inability to borrow money unless economy were exhibited, 
control by public opinion, or all of these causes, could 
only be determined by long, G@etailed and nation-wide 
inquiry. I suggest such an inquiry should be made. As 
I have aaid before, in 1935, about 30 per cent of the 
national income oe to public expenditure, and about 


20 per cent to taxation. Insofar as expenditures were 
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for necessary~sertices and thess services were provided 
more economically publicly than privately, the cost 

of living to the average-citizen is not increased. An 
increase in the percentage that public expenditure forms 
of tha national income may represent an advance. Insofar 
as an increase in public expenditure does not mean an aid 
to production and distribution, there is a net economic 
loss. If there is waste in government, or if the govern- 
ment undertakes unnesessary but desirable services in 
advance of ability to px, the burden of taxation is to 
that extent morally and cconomically indefensible, If 
you look at the streets of some cities you will find that 
the pavements are in such a bad condition that there must 
be a huge amount of wear and tcar upon the motor trans~ 
portation in that city. In another city tho strects may 
be in such good condition that there would be reduced wear 
and tear. This would be a distinct help to the business 
and industry of this city which employed people and might 


have a direct effect upon unemployment. 


(Page 6650 follows) 
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So it may be that increased expenditure may be a ZooG 
thing, in so far as they produce services which are of 
value to the people in living, but when they do not 
produce service of value to the people in living, and if 
they undertake services which are in advance of the 
ability of the people to pay for them, taxation is a real 
drag upon the people. I want to make that clear when I 
say there has been a tremendous increase in taxation, I do 
not mean all that inerease is bad,oniy that part of it is 
bad which is uneconomical. 

COMMISSIONER ANGUS: Would you make a special 
category for taxation which simply transfers income; for 
instance, when old age pensions are paid it neither 
increases the cost of livingnor decreases it, 

DR. BRITTAIN: There are a good many things that do not 
either inerease or decrease the cost of living, but there 
are, on the other hand, a good many expenditures of govern- 
ment which really do increase the cost of living, 

COMMISSIONER ANGUS: What I mean is, those expendi - 
tures that do not affect it may affect the total expenditure 
and the per capita expenditure. 

DR. BRITTAIN: Of course that is true, but even a waste 
in those is a bad thing for the country, even if it doses 
not affect the country as a whole, because I doubt very 
much if the government should use its position to take 
money from one section of the population and give it to 
another section of the population in advance to the need 
for that. Bad administration of those services is also 
bad, 

You will find table 10, on page 24, a table which 
covers some of the points that we have been speaking of 
now, The total governmental expenditure in 1922 was 


$720,309,719; the tota.. national tneomé was about 


6 7 molten! at snaenoat i 
fo To: hinios “hat ‘tao, bed ad: 


sud auth BE. seit perros tO pens | i 
Tob +4 tt Hoe: s Vistnueg, one 0% aakdt bad e ek weds ak, : 
“Yiev tduab T bavased. .efodw S as yrtaioe edt sostts tom 
sites ot oo tenner. aot ga: hiuode. inomn saves ent od Moma 
of divavia Sie. molt ated exit to aoftoee, OHO. att enon | 
bean Sd os Ssonsy bs ind ‘pottateaoq sae to woltoee, neditene _ | 
Oo eek at PoOLVTER yao to sobieabaiabe: Osa ig xia not, * 
Bee ins 
io idw afdat -, as 288d 0, «DE elds. bakt, Stew. wot f 
to. teat dasge aaed evad: a teste, tapi haa Xo. noe, erovoo. 
ited fast edt we 
a Fe 


2 BW S8ee ae: ots 20064 


twos, at 


6651 


$4,000,000,000. The expenditure in 1935 was $1,070,969.24! 
out of a perhaps underestimated net income, - national 

net income. On page 24 you will find some percentages down 
below that. The percentage absorbed by public expenditure 
in 1922, 18%, and 15%. In 1935 the percentages were 28% 
and 18%. 

THE CHAIRMAN: When you say 18% and 15% you mean 18% 
absorbed by public expenditure and 15% absorbed by taxation, 

DR. BRITTAIN: But you cannot add those together; th+ 
15% is included in the 18%, 

THE CHAIRMAN; Part of the 18%, And 28% absorbed by 
public expenditure, and 18% absorbed by taxation. 

DR. BRITTAIN: That is right, 

THE CHATRMAN: In other words, the different govern: 
mental units were spending much more in proportion to their 

income in 1935 than they were in 1928, 
| DR. BRITTAIN: In 1933 it was the peak, You will 
notice it is 30,61% of the total national income went to 
public expenditures, 

THE CHAIRMAN: 20% was absorbed in taxation, In other 
words they raised taxes to the extent of 20% and they spent 
30%. 

DR. BRITTAIN: Yes, there were other revenues besices 
taxes; that means there were other revenues besides 
taxation. 

COMMISSIONER DAFOE: That does not include borrowing’ 

DR. BRITTAIN: That does not include borrowing, it is 
purely current, 

COMMISSIONER DAFOE: It means revenue from utilities 
and land? 

DR. BRITTAIN: No, there is no utility revenue here. 
it is general revenue, But there is revenue in a city from 
fees, fines, surpluses of public utilities, - not the 
public utilities themselves but the surpluses of the public 


util 
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public utilities themselves, but the surpluses of the 
public utilities, For example, in Toronto almost $800 , 00C 
goes into the general revenue. 

COMMISSIONER MacKAY;: Would you include such things as 
stumpage tax? 

DR. BRITTAIN: Yes, 

COMMISSIONER MacKAY: You would not call that tax, 

DR. BRITTAIN: I am not sure whether that would be 
called a tax or not, but I imagine it would be the revenue 
from the public domain. But the taxation basis would be, 
of course, general revenue, 

THE CHAIRMAN: I am not quite sure I follow you there 
Dr. Brittain, You have “Percent of national income 


absorbed by public expenditure", Now, is that public 
expenditure by all governmental units? 


DR. BRITTAIN: Yes, all general public expenditures. 
That does not include water works or telephone or hydro, 

THE CHAIRMAN: All general expenditures? 

DR. BRITTAIN: Yes, 

THE CHAIRMAN; Where a government has a deficit ana 
borrows to meet it, would not that be included there? 

DR. BRITTAIN; Well, of course, if it was 4 current 


expenditure and it has not the money to do it and borrows 


the money, we regard that still as a current expenditure, 
THE CHAIRMAN: That is what I mean, 
DR. BRITTAIN: Yes, that is right. Returning to, the 


memorandum, “There have been great changes in the sources 
of public revenue, In 1904 there were no taxes on gasoline 
automobiles, or sales, and only a microscopic amount of tax 
ation on income. Now over 30% of the total pubdlic revenue: 
come from these sources. The taxation of real estate was 
25,41% of the total in 1904; 31,53% in 1930; and 29,66% in 
1935. It is still the largest single source of public 
revenue, If over a term of years, the net return on in-- 
vestments on real estate do not suffer by comparison with 
comparable investments involving similar risks, the public 


interest is served and private interests are not 


penalized, 


i oer 0% woltor t ciara etieg . a m2 iY »* 


es)” eu seobiit foaobsen to » sagen” 


“caeattsaoaee: cen, a 
Ny : 


shee nee PREIAS: 10iRh 
aworrtod “brie 2) Ob. oF Ayamonte sat eer cae. rit tose 
urtinnéixe dietiies e.e6 £ffce odes cen, ow, shakeout 
sata ‘yates I ten ak sad, . 

walt ot matt drt ela atethie pi tents eo "Area 90 a 
49 OnOR, edt ok egies: deere - NOC: ovad ered" ‘ioaroamt 
ft Loesy do sexed OH srw ‘wrens SOL tr}... 3 ssuaqyer otidug to 


ede x 


i% 


Re to onvoms oldodedretm 8 pla. bye woten | %0 nefidomorus 
suneven SkLéug cared ecko 40: WOS vows wok, 6 amoods BO noha 
esw ot adeo Lee} To aotdoxed oa 200 TU08,, Oe shone: 

a: NOs OR bee [OSCE at Rieyte 200k wh Lame aa Laeuneiad 

ot Ldng” to eortiios etnies devgtel ene iehew at ar act 

vetted ne sade ten eke eaaeY wo weg & neve: ae 
Adiw wow Ppagmog eh tering, oat Ge etate: tsen 10» 
or bdun eit atete ‘ne bate anlvlovnt adsgateows chi: 
cM 1) Sheet aaa toning Sam Sevres, etd 


Gat alee ah ea Ree Th rie ite ei 


6653 
Over taxation of any source will in time defeat its 


own purposes and result disastrously for the public, This 


true of income taxes and succession duties as well as of 
real estate taxation, 

On the whole, the revenue Eeeratur of government in 
Canada at its three levels does not show any planning from 
the national standpoint. What taxes, to what extent, and to 
which levels, how collected and how utilized, are questions 
which must be answered from the national standpoint if the 


interests of the citizens and taxpayers are alone to be 


considered, 


THE CHAIRMAN: Perhaps you deal with it somewhere else. 
Dr. Brittain, but is your conclusion that the burden on reai 
estate is not more than its fair share of the general burden 
of taxation? 

DR. BRITTAIN: Well, during the depression it has cer- 
ceanly had ae terrible time. IT think’ it’ would be necessary to 
go back fifteen years and get the net returns, find out what 
the net returns from the different kinds of real estate were 
all over the Dominion in order to be able to make a 
categorical statement that it was too highly taxed. I be- 
lieve it was improperly taxed, and that is teken up a little 
later on. In 1904 public expenditures were 91% of the 
revenues, That is, they spent 91% of what they took in, In 
1935 expenditures were 125% of the revenue. That is, they 
spent 25% more than they took in in revenue, In 1933, 1954. 
1935, each of the levels of government showed a deficit; 
thet is, the Dominion and the Provinces and the 


Municipalities showed a deficit. 
COMMISSIONER DAFOE: You have no capital expenditure in 


there? 
DR. BRITTAIN: No, the only place I deal with that is 


in the debt. It is impossible to get figures of capital 
expenditure which would be useful, In five years, 1930, 


1932, 1933, 1934, 1935, the country contracted a net defici% 


of three-quarters of a billion dollars, This amount was adlde? 
to the public debt, and you will find it in the debt f*~ 
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+11 similar surpluses be piled up during 


the years 1939 and 1943, and will the public debt be re- 
duced thereby to a like amount? The cuestion I am raising 


there, is, will the governments of Canada at the three 
levels be able to show in those years a real surplus and a 
real reduction in debt as a result of that surplus? I do 
not mean by that that they shall not assume any other debt, 
but that they will, out of current revenue, be able to 
reduce the debt in comparison. 

THE CHAIRMAN: There does not appear to be any 
prospect of it in the figures so far available for these 
years, 

DR. BRITTAIN: The Dominion did it partly, and if 
there is team play between the three levels of government 
there is no reason in the world why that should not be 
possible. There has got to be team play, however, If you 
look at table 15 on page 36, that is a summary of the 
Dominion, Provincial and Municipal surpluses and deficits, 
you will notice the net revenue in 1904 was $62,585,107 
and the net expenditure was $54,722,017, and there was a 
surplus of $7,863,090. While in 1935 the net revenue was 
$370,053,619, the net expenditure was $526,058,943, and 
there was a deficit of $156,005,324, That is in the 
Dominion, In the provincial field there was a surplus in 
1904 of $1,336,407, and there was a deficit in 1935 of 
$47,365,104, With respect to the municipalities there was 
a surplus in 1904 and 1913, and 1922, In 1922 it went up 
as high as $3,635,726, and then there is a series of 
deficits except in 1932, when there was a surplus. All 
governments, a surplus of $9,285,199 in 1904, a surplus of 
$30,106,281 in 1913, a surplus of $23,310,215 in 1922, and 
every other year from then on there has been a deficit, 
until 1935 - 1936, 

THE CHAIRMAN: When it was $220,276,211, 

DR. BRITTAIN: Yes, you see that the period of in- 
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creasing deficits was very much more striking than the 
period of increasing surpluses, There is no surplus you 
can point to anywhere, amounting to $220,000,000, 

I will complete reading the paragraph; 

"Out of every dollar of public expenditure in 1935 
almost 32 cents went to debt charges and out of every 
dollar of revenue 40 cents. It is true that in 1922 

36% cents out of every dollar of public expenditure went 
to debt charges but there was a surplus that year of 
over twenty-three million dollars while in 1935 there 
was a deficit of one hundred nd fifty-six millions, 

The percentage is on its way down and with real national 
control should decrease rapidly*,, 

You will find the relationship in table 17, page 41, 
The total:-debt:charges: in 1904 were $21 ,873,000,, and 
$341,677 .000 in 1935, They met 21% of the revenue in 1904, 
and nearly 32% of the revenue in 1936, but the revenue was 
25% less than necessary to meet the expenditure, and that is 
the reason why the debt charges were a greater percentage 
of the revenue than they were of expenditures, 

Now, it is natural to ask where the greater part of 
this current expenditure came in. With regard to four or 
five of the functions which have been mentioned as "Sink 
holes" of public fund, one of them is the cost of highways. 

"The cost of highways and operating transportation 
deficits almost quadrupled between 1904-5 and 1935-6¢— 

On the per capita basis it slightly more than doubled, 

In 1932-3, 1933-4, 1934-5 and 1935-6 provincial revenue 
from motor licenses and gasoline taxes exceeded provincial 
expenditure on highways including debt charges levied 
which exceeded one-half of the total, but in many cases 
did not promote sufficient for the retirement of the debt 
during the lifetime of the work, If highway debentures 


were issued for not over fifteen years with sinking fund 
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“or serially. the ultimate result would be a reduction 
in debt charges, ilighways would cost much less than at 
present if this course were followed and if during 
prosperous times a large part of construction costs were 
paid out of current funds. This would also Operate in 
favour of sound construction”, 

What I mean by that last sentence is Chis; in 
municipalities where construction or expenditures is met out 
of current funds it is much one ta watched, It is 
only human nature that it should be more closely watched 
than if it comes out of borrowed funds that have been more 
or less easily obtained. That is one reason why it is so 
difficult to control welfare expenditures and other 
expenditures, where a good deai of human sympathy enters 
into it. I think that if we had conserved our resources in 
this respect we would be able to finance, in a very large 
part, our highway expenditures out of current revenue, 

On page 44 you will find table 18, Provincial 

Operating expenditures on highways. debt charges on 
highway debt, total provincial current expenditures on 
highways, and revenue from motor vehicles and gasoline». We 
could not get for 1904 and 1913 the debt charges because 
unfortunately the governments have had, and some of them 
have the habit of issuing millions of dollars without 
specifying what they are for, So that it was impossible 
before that date and even after thet date, without the 
help of the provincial authorities to find how much of the 
public debt was for highways. 

COMMISSIONER ANGUS: Do these figures include relief 
work done on highways? 

DR. BRITTAIN: They include all expenditures on 
highways, but they do not include capital expenditures on 
highways, and if the relief work was funded it would not be 


included, 
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THE CHAIRMAN: It is the aotual cost of maintenance, 
This does not include any construction work? 

DR. BRITTAIN: It includes interest or sinking fund 
in case you issue debentures for construction work. 

THE CHAIRMAN: Practically operating expenditure, 
Where a province maintains a highway is that included? 

DR. BRITTAIN: Yes, that is all included, and also 
the interest, Then welfare expenditures; 

"Welfare expenditures have increased almost 47 times 
between 1904-5 and 1935-36 and increased almost 18 times 
between 1904-5 and 1930-31. From 1904-5 to 1921-2 the 
percentage that welfare expenditures formed of the 

total remained fairly stable; but it almost doubled 
between 1922-3 and 1930-1 and more than doubled between 
1930-1 and 1935-6", 

I think perhaps if you turn to page 47, starting on 
page 46, I would like to read over the text and also make 
some reference to the table; 

"In this field of public expenditures the increase has 
been most spectacular. It has risen from less than 


$44 millions in 1904 to almost $207 millions in 1935", 


This, by the way, includes health, because it was impossible 


in many cases, to segregate, particularly in the early 
years, between health and welfare, and in actual practice 
in administration it is very difficult, in many cases, to 
separate the two. 
"Next to debt service the expenditure on welfare services 
is now the largest functional expenditure of government 
in Canada. The depressionis not the only cause of this, 
nor is unemployment relief the sole determining factor 
as the increase began long before the depression. The 
welfare expenditure, in 1930, was about $79 millions, and 
in 1932, was $143 millions. Possibly half of the 1935 


welfare expenditures are for direct unemployment relief, 
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Capital expenditures on works, cther than Dominion 
contributions paid out of current account. are not in- 
cluded in the statement of current expenditures shown 
in Summary Chart A of the Appendix, A large part of 
the increase has not been due to an seonomic disaster 
but to a rapidly changing public opinion with regard to 
social services, 

Old age pensions and mothers’ allowances are 
comparatively new functions and hospitalization of 
indigents., for example, tock on a new emphasis long 
before the depression, Without a change in popular 
psychology probably even the expenditure on direct re- 
lief would not have been so large. There is a growing 
sense of social solidarity. Unfortunately with such 
rapid changes as were necessitated by the depression, 
there has been an obvious decline in the sterner 
personal virtues and some have gone so far as to say that 
the independence of a large part of the citizens had 
been permanently undermined. It is fairly obvious that 
the greatest problem for governments is to work out 
standards of social wervices and methods of administer- 
ing and financing them which will add to and not 
subtract from the quality of Canadian citizenship", 

The following table shows the growth of governmental 
expenditures for welfare purposes, In 1904 it was 
$4,421,183; in 1935 it was $206,951,687, practically 
$207,000.000, The total current expenditure was 
$103, 501,909 in 1904 and the welfare expenditure was 
4.027% of that. In 1935 it was 19,32%.of the total ex- 
penditures of governments for social service, 

"Next to highways and transportation current deficits, 
the cost of public education showed the least increase 
of the four main elements in increased costs. After 1930 


there was no drop but a large increase in per capita 
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"debt charges (other than educational) and in per 
capita welfare expenditures, but there was a large drop 
in transportation (highways, etc.) (current expenditures 
only excluding debt charges) and a somewhat smaller but 
still large drop in educational per capitas," 
If you turn to page 48, it shows the cost of 
education. It has gone up from $14,000,000 to $127,000.000, 
but the peak was in 1932, $140,681,537, That is gross, and 
it has gone down from $140,000.000 to«$129 438,000, and the 
net has gone from $127,000,000 to $118,000.000, There was 
a decrease every year except in 1935, when there was 4 
slight increase, I think that that should have some bearing 
on the statement that the schools are less responsive to 
public will than other forms of government, There was a 
very decided decrease in the total and per capita costs of 
education, On page 49 you will see a comparison between 
these four elements. Debt charges went up from $3.75 to 
$29,70. Transportation went up from $3.51 to $7.28. Public 
welfare went from .76¢ to $18.92, Education went from 
$2.37 to $10.86, It might be well to point out to you that 
the net per capita for education in 1935 was 10,86, and 
back in 1922 it was 11,96, so that there has been a natural 
drop in the per Capita’ since in: 1922), 
"Budgets to be effective must be much more finely itemized 
than at present, The functional appropriations must be 
supported by costs of objects of expenditure, such as 
salaries and wages, contractual services, supplies and 
equipment, repairs, interest and sinking fund “or 
depreciation. These should be supported by unit cost 
figures wherever possible and by reasons for increases 
and decreases. This should apply to all levels of govern- 
ment". 
For example ,..imigappropriation by a department in a 


municipality o#4 province, or the Dominion, it is not nec- 
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essary to simply say how much is to be paid for salaries, 
but it should state who to, the names of persons, and how 
many persons, and at what rates, and when there are 
increases, the reason for the increases should be given. 
There was one city in Canada that until recently always 
gave the reasons for any increases it asked for. not only 
in total but under the various items that made up the total, 
and I think this is something that ought to be followed 

in all the levels of government so that the people who 

cast votes might have something to guide them, The average 
member of a city council is helpless unless he has such 
information before him, You often see in newspapers the 
statement "Council cuts the estimates with an axe”, That 
is not the way to cut estimates, they should not be cut 
with an axe, they should be cut with apruning hook, 

COMMISSIONER ANGUS: Do not the newspapers always call 
&@ pruning hook an axe? 

DR. BRITTAIN: Perhaps they do. but there are very few 
pruning hooks in municipal affairs. I think the newspapers 
are correct when they say an axe, or by chance, It is 
done very often by chance, They want to bring the tax 
rate below a certain amount, and they take it from where 
it will do the least harm, ~ I mean where it will do the 
representative of the people the least harm, 

"There can be no complete control of the current 
budget and no effective control of the debenture 
budget without ea long term capital budget, revisable 
annually in the light of changing conditions. A 
capital budget at each level of government is not 

only necessary for the control of current debt charges, 
but co-ordinated capital budgets at all levels are 
necessary for the proper control of public 

expenditures, from the standpoint of recurrent 


depressions", 
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I think that is the most important sentence in the acy 

COMMISSIONER MacKaY; Are there any governments in 
Canada which follow that practice, Dr, Brittain? 

DRS yORTPTAIN: No. but in Great Britain recently the 
municipalities have been compelled to form long term 
budgets, and there are quite a large number of cities in 
the United States which do have a long term budget. They 
know where they are going when they have a long term budget, 
but if they do not have a long term budget they are there 
before they know it. The only way you can co-ordinate the 
capital expenditures of the three levels of government is 
to have co-ordinated budgets. and if they have no budgets 
how canthey co-ordinate them? 

THE CHAIRMAN: You think that it is a case “We don't 
know where we are going, but we are on the way", 

DR. BRITTAIN: Yes. like Christopher Columbus, some- 
body said he didn't know where he was going when he left, 
he didn't know where he was when he got there, and he 
didn't know where he had been when he got back, 

COMMISSIONER DAFOE: When you talk about co-ordinated 
budgets, do you mean that there should be some consultat- 
ion between the governments? 

DR. BRITTAIN: Surely, and you will find in the 
brief, or rather in the submission, - I dislike to call it 
@ brief on account of its length, - a statement that there 
should be a series of conferences all the time, which 
should not be just once in a while when somebody thinks 
about it, but it should be a regular thing; conferences 
between officials and heads of departments of the 
provinces and the Dominion, and the provinces with the 
chief cities and with the municipalities, 

COMMISSIONER MacKAY: Sort of “Public Works Council”, 

DR. BRITTAIN: You will find on page 110. and pages 


following how co-ordination might be brought about. If you 
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like I will go on with that. 
THE CHAIRMAN: Yes. 
DR, BRITTAIN: Perhaps I had better start on page 109, 
paragraph 4, 

*Governmental expenditures are only a part of the 
total national expenditures and should bear a definite 
relation to them. Naturally, as a general rule, 
governmental expenditures should supplement and not 
compete with private expenditures, In normal times, 
large governmental current expenditures may act as a 
drag on industry by increasing overhead costs. In 
sub-normal times, governmental expenditures, in so 
fares necessary, out of borrowed funds may take the 
place to some extent of private orders. Governments 
which use surpluses in good times to retire public 
debt and to build up a reservoir of credit may 
perform in bad times a real service to industry and 
those employed in industry. The most acceptable 
time to reduce taxation and current expenditures is 
when taxes are hard to pay. But this is impossible, 
unless the way has been prepared for it. The 
abolition of taxes in good times is not always good 
economic, although it may be excellent political, 
practice. If a government at one level does not at 
any moment need « tax, it might sometimes transfer 
it or at least its proceeds, less cost of admini- 
stration to a lower level, or it might retain the 
tax for itself and use the resulting surplus to 
reduce public debt. It is remarkable how quickly 
current costs are reduced by the decease in annual 
debt charges following the adoption of a debt 
reduction policy. 
The slow growth of accrual accounting in the govern~ 


mental field militates against the most effective 
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"use of budgets in controlling current expenditures, 
As soon as an order for supplies or equipment is 
made its effect on appropriations should be 
recorded. Excess of depreciation over sinking 
funds or annual retirements of principal debt 
should be entered on the accounts and show in 
operating expenses and affect the balance sheet. 
It should be possible at every level of government 
to issue monthly or quarterly statements showing 
the state of appropriations as to unexpended 
balance and unencumbered balance for every depart- 
ment and every main function within departments. 
If this were done and allotment appropriations set 
up each quarter modifying in accordance with 
conditions the appropriations made at the beginning 
of the year. current appropriations would be 
much more sensitive to current control", 
That is, make an appropriation for a full year, but 
at the same time make an allotment for three months and at 
the end of three months make another allotment governing 
all conditions which have changed in the first few months. 
By allotment accounting the authority which is appointed by 
the apportioning body can control the budget throughout 
the year instead of waiting until the year is over, 

You will find in other places, from page 50 to 60, not 
only the budget of expenditures to be made out of current 
revenue funds, and the budget of expenditure to be made out 
of debenture funds, but also some remarks about personnel 
administration, on page 55 to page 60, administrative 
surveys on page 60, and co-operation in tax collection on 
page 60 also, Perhaps I had better refer to the text on 
page 55: 

“Personnel Administration, 


In some municipalities. more than 50 p.c, of the 
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ttobal cost of government is made up of salaries, 
wages. and other payments for the services of 
persons» pO metal costs .obher than debt service 
costs, the percentage may exceed 75, (In boards of 
education it probably would exceed 75%), Of the 
remaining 25 p.c. a great part is made up of 

costs of supplies and equipment. which depend both 
as to quantity and price very largely on the 
efficiency of the personnel. Even the debt and 
debt charges depend on the personal equation, In 
varying degrees the same conditions obtain in units 
at ali levels of government. 

Any attempt to secure efficiency and economy 
in government without careful study of this most 
important aspect of public affairs will be futile, 
The efficiency of government. like every other 
human undertaking, depends on the individual and 
group efficiency of its employees and management, 
The annual reports of the Civil Service Commission 
of Canada constitute a record of achievement in the 
field of personnel administration, The Federal 
Government is spending annually on current account 
at the rate of $450 millions, not including relief, 
or $290 millions over and above debt charges and 
relief, About $85 millions of this go to salaries, 
wages and other payments for personal services, In 
only two or three of the provinces can anything 
approaching the record of achievement of the Civil 
Service Commission of Canada, be found, although in 
several other provinces recent developments contain 
promise of future accomplishments. When it is 
considered that the provinces spend on current 
account annualiy $190 millions (not including un- 


employment relief), or, without including debt 
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“charges $130 millions, of which possibly $40 
millions go to salaries, wages, etc., it is apparent 
what a promising field personnel control in 
provincial administration offers to studies looking 
toward cutting governmental costs and improving 
governmental efficiency, 

In the municipal field three cities within the 
last two decades have had made for them personnel 
surveys classifying the civic service tae grades 
of work and corresponding rates of pay for 
comparable work. In two of these has a continuing 
organization been established to preserve the 
fruits of the survey and keep the classification 
up to-date in the light of conditions in the fields 
of public and private employment. On the whole 
there is no municipal civil service organization on 
the basis of merit in appointment and promotion. 

On account of the traditions in municipal affairs 

of appointments of important officials for life or 
good behavior, and to a less extent of non-inter- 
ference with interdepartmental affairs, the failure 
to establish the merit system in the municipal field 
has not led to as many spectacular break-downs in 
service as might be expected. The municipal 

record has been respectable, too respectable to 
attract critical attention on the part either of 
authorities or of the taxpayers. The municipalities 
of Canada are spending annually on general current 
account, not including public utilities, over 

$300 millions. If $100 millions debt charges are 
subtracted from this, the annul expenditure in 
operation of municipalities (including schools) is 
$200 millions. Of this about $150 millions go to 


salaries, wages, and other payments for personal 
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"services, 

That is, in Canada, the governments of 

Canada spend annually for personal services a 

total of say $275 millions, or 44% of the total 

general expenditures other than debt charges and 

direct relief, 
A study of governmental personnel would answer 
the following cuestions, among others, 

hie Is the public service divided into departments, 

| sub-departments and bureaux in such a way as to 
make possible the most economical use of 
personnel in producing services? 

2a Have existing departments too many or too few 
employees for the work expected? 

Se Are there proper facilities for the inter- 
change of personnel in emergencies? 

4, Are all appointments, promotions, demotions 
made on a basis of merit? 

Ds Are continuous service records kept of all 
employees? 

6. Is there equal pay for equal work in all branches 
of the public service, whether under Boards or 
Commissions or general public authorities, and 
is pay in the public service fairly comparable 
to that in private undertakings? 

We Is the pension system, if any, so devised so as 
to assist in maintaining the classification 
and operation on the merit basis, or in other 
words, is it maintained primarily in the inter- 
est of the citizen? 

8, Is there a continuing organization which makes 

inquiries under all these heads and with authority 

to rectify any undesirable conditions disclosed?‘ 


In regard to Number 6 it is not only important to have 
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equal pay for equai work in municipalities, but also 
including the municipal corporations, such as hydro, 
transportation, water works, and any other activities which 
are run as separate branches. It is a very demoralizing 
thing to have an engineer, for example, under a commission 
paid more than a city engineer who does more important 
work. One reason for it is that there is not the same 
scrutiny of the salaries and wages under commissions as 
those directly under the city council. This is essent=' 
jal for the soundness of municipal affairs and in order to 
get the best value we can out of our employees, not only 
the set-up of the municipality but also the local personnel 
set-ups and all organizations which administer service for 
the municipality. 

Then as to the pension system, I think that everybody 
should have a pension, I am getting to the age when I 
would like to have one myself. I think also that everybody 
eught to do work to justify the granting of a pension, and 
it seems to me that governmental pensions. municipal 
pensions particularly. should be set up not only to provide 
for employees but mainly in order that the people who 
pay the bills shall get the greatest value for what they 
pay out, In municipality after municipality you will find 
twenty, fifty, one-hundred, or perhaps three or four 
hundred employees who should not be there, because they 
are in bad health or because they are suffering from old 
age, but if there is no pension fund no one has the heart 
to discharge them, 

THE CHAIRMAN: That is a very interesting and 
{important matter, no doubt, Dr. Brittain, but that is 
getting into a detail which is beyond our scope, dealing 
with public taxation, 

DR. BRITTAIN: Well, of course, it is directly 


related to taxation, because a very large part of the 
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whole expenditure which causes the taxation comes from 
personnel service and I think it is very important that 
somebody should go into the question of control of the 
personnel of government. 
Then Number 16 on page 7: 
"Personnel establishment and administrative ee 
veys Should be continuous at all levels of 
government", 
You will notice, Mr. Chairman, I put that in one sentence, 
The reason I enlarged on it is because I thought you would 
like more detail. 
"There should be complete co-operation of tax 
collection in income taxes, in succession duties 
and any other form of taxation to the extent that 
it is possible, There should also be complete 
co-operation, wherever practically possible, 
between audit branches and inspection branches. 
The possibility of such co-ordination should be 
explored continuously through conference". 
I am referring particularly to the audit and inspection 
branches of the Dominion and the provinces, 
"The principles of uniform accounting, uniform 
reporting, centralized statistics and centralized 
purchasing should be promoted", 
One of the means of promoting it I have already referred 
to; that is, cutting down the number of local public bodies. 
*Succession duties not suitable as a basis for 
current budgetting on account of the great 
fluctuations in their product. All received in any 
year over the average of, say, a five or ten year 
period might be used for debt retirement or capital 
expenditures as circumstances might warrant. dle ent 
individual receiving a salary of 2,500 a year 


received bequests of $3,000. $4,000. and $5,000. in 
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succeeding years. he would be foolish to 
establish a standard of living of $7.000 in the 
third year. scales of living once established 
are heard to bring down", 

Now, if you look at the figures you will find that 
there are tremendous fluctuations in the amount of 
returns in succession duties, The point is this. that 
where there are great fluctuations and you cannot tell 
whether next year there are going to be a lot of deaths 
of wealthy people. the wise thing to do is to establish 
@ level, That would be aiso of use for current purposes, 

COMMISSIONER ANGUS: Do you mean in making up the 
estimates, that the estimated death duties usually are 
put in too high? 

DR. BRITTAIN ; 26s, 1% should be only the’ average, 
and the amount over the average that is actually received, 
it seems to me should be used for debt retirement or 
necessary capital expenditures which would necessitate, 
if not otherwise financed, the issue of debentures, 

"Real estate taxation produces between 85% and 95% 
of the total tax revenue in municipalities and in 
1935 produced almost 30% of the total public revenue 
of the country. Whether or not this is a proper 
contribution depends on whether or not, over a 

term of years, the net return on investment in real 
estate is fairly comparable to investments in other 
directions offering similar security. Unfortunately 
data as to this are very meagre, entirely absent 

or presented in an ex parte manner. Since the 
depression. however, the tremendous growth of tax 
arrears (page 98' and the loss of ecuities has 
demonstrated that real estate has been hard hit. 
Possibly similar statements might be made about 


Other forms of investment, kecent yours have been 


Pa re 


‘tai staat 


eat ab. 
ie Se ia. “a 


meee} 


bad ar 


ee 


AN lg | 


6670 


"marked by a growth in social services, This has 
led to an increase in real property levies. It 
is difficult to see what connection there is 
between some of these services and real estate. 
Part of educational expenditures, part of health 
expenditures, etc. undoubtedly, while rendered to 
persons in the first, instance, do’ increase returns 
from real property. Some social service 
expenditures have little or no relation to real 
estate values. Much educational expenditure, some 
health expenditure, hospitalization of the indigent, 
old age pensions, mothers’ allowances, etc. must, 
im publiecwinterest, -besmet: owbtofwpublie revenues 
other than real estate taxation. This can best be 
done, possibly. by shifting the cost or part of the 
cost and in some cases, administration from one 
level of government to another." 
If the municipalities are not to have any income 
from income tax it seems to me that there ought to be some 
shift either in the subventions from the province to the 
municipalities. or an actual shift of some of the services 
to the Dominion and the province; that would make it 
possible to partly, at least, finance welfere services 
other than through the taxation of real estate, which 
should be limited only to the extent that real estate is 
benefited thereby. 
‘Unless, however, these costs are borne out of 
existing public revenue, and unless municipalities 
resist the urge to expand in other directions 
once the local burden is lifted, no ultimate benefit 
is ikely to: acerue to read estate." 
That is, if the municipalities, after they have the load 
lifted from them, persist in accumulating another load, 


real estate will not be any better off than at the present 
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time, and if the Dominion takes a burden off the province 

and the province insists on increasing its expenditure 

in the same way it will not be any better off than before. 
“The imposition of such taxes as local or 
provincial sales taxes, may in reality effect no 
shift in the incidence of the burden of taxation 
in so faras they may lessen the funds out of which 
rents are paid, There is little to be gained by 
reducing the tax bill and at the same time reducing 
resources out of which rents may be paid", 

If you put a local sales tax on people ina municipality 

that may so increase the cost of living as to make it 

impossible for them to pay as much rent, and the capital 

values of real estate may be hit,so that it is not such a 

Simple thing to put on new taxes, 
"One of the burdens on real estate and one of the 

contributory causes of accumulated tax arrears is 

unscientific and inequitable assessment. In one 
province, and possibly more, the assessed value of 
& building is the value it adds to the land on 
which it is placed. This means, if it means any-~ 
thing, that if the building results in inadequate 
revenue, it adds but little to the value of the 
land. 

I will read the wording of the statute in the Assess~ 
ment Act. “In assessing land having any buildings thereon, 
the value of the 1l*nd and the buildings shall be ascertained 
separately, and shall be set down separately, and the 
assessment shall be the sum of such values, The value of 
the building shall be the amount by which the value of the 
land is thereby increased." Not what it costs to put up 
the building, not what it costs less depreciation, but the 


value that it adds to the land, 
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COMMISSIONER DAFOE: Is that readily determinable? 


DR.BRITTAIN: In bad times where there are not very 
many sales it is very difficult to determine, but in 


cases it can be determined, of course, by going into the 


revenues. If you can ascertain the net revenue from the 
real estate you have a fair line on the capital assessment. 
COMMISSIONER SIROIS: Is that an Ontario Statute? 
DR.BRITTAIN: An Ontario Statute. 
COMMISSIONER SIROIS: Would you give us the full 
reference, please? 
DR.BRITTAIN: That is the Assessment Act, section 
40, sub-section 2. It was in one of the other provinces, 
I understand, and I was told that it was taken out 
beeause it was very inconvenient to the local authoritios. 
They wanted to be able to assess property at morc than 
it was worth. 

"This meanS, if it means anything, that if the 
building results in inadequate revenue, it adds but 
little to the value of the land. In other words, 
the chief index, among others not so important, of 
capital values of improvements is their earning 
capacity. If this principle were always observed, 
there would be less inequality in the revenue 
structure of municipalities. A recasting of 
realty assessment methods in many communities 
is long overdue. A burden which is so placed 
on the victim as to chafe is a double burden.” 

It seems to me that a man can carry his burdens if the 
means of suSpense is all right and does not chafe hin, 
but assessment has been so Unequal in many places that 
people have lost their property, not on account of 
over-taxation but because they were over-assessed. 
Assessment is a matter of spreading taxation in sucha 


way that everybody will pay their fair share of the 
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taxes, and if a man’s assessment is more than it ought 


to be, then that man is paying more and somebody is 
paying less. It is a very essential matter that this 
should be looked over. 
"Exemptions is also a topic which needs prolonged 
study. If real estate taxation were put on a 


sound and equitable basis all real property 


irrespective of ownership should be taxed. The 

percentage that exempt property is of taxable, in 

17 Canadian cities, varics between 17.7% and 82%. 

Inasmuch as all property has some effect on local 

expenditure, there is here manifest inequity." 

The way it appears to me is this, if a building is 
to be taxed there are two reasons it has to be taxed. 
One is it receives services and the other is that the 
people that are employed in it receive services. Now, 
if a million dollars is spent to put up a departmental 
store, not only are the employecs of the departmental 
store taxed but the departmental store itself is taxed, 
and its tax is necessary because the services rendered 
by the municipality are not defrayed. tho costs are not 
defrayed by the taxes on the employees, and it is 
necessary to get the taxes on the corporation and the 
budiding. If a post office 1s put up, 29 may have 
hundreds of employees. Not only should the employees be 
taxed by the municipality but the building should be 
taxed by the municipality. Infhe same way that is true, 
it seems to me, of Dominion, Provincial and Municipal 
buildings. In England, I am told, that the municipal 
buildings of public utilities are made to pay. Until 
recently even stores for the sale of liquor operated by 
the provinces did not pay taxes. And for sometime oven 
the store of one of the other utilities in Toronto did 


not pay taxes. Now, the manifest.insquity of it was scenes 
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at least that taxation should be on the samc ground. 
‘When it comes to buildings like churches or any other 
buildings where the building camnot be used for any other 
purpose except the purpose for which it was put there, 
there is a different position. However, the law even 


covers that, because the law says that the valuc of the 


building shall be what it adds to the value of the land. 
If you have on your hands a church building, the worshippers 
of which have fled, you will find it is not worth very 


much. 

COMMISSIONER ANGUS: Would not the argument for 
inequity be that very often a building, such as a muscum 
will be receiving services and also yielding service to 
the public, and the two offset cach other? 

DR. BRITTAIN: You could say that ,for examplo,in 
the caso of a Bishop living in a community, he renders 
service to the municipality very much greater than 
the municipality renders to him, therefore he should not 
be taxed. 

COMMISSIONER ANGUS: I do not think that is quite 
comparable. I was thinking of the museum as an institution, 

that is not a money-making sort of thing. 

DR. BRITTAIN: No, neither is the Bishop. 

COMMISSIONER ANGUS: And the peop-s are entitled 
to the service free, we assume they are admitted frec. 
The advantage to the municipality of having such a 
building there might very well offset the amount of 
taxation the municipality could levy on the building. 

DR.BRITTAIN: I think, for example, of a building 
belonging to the province, such as a muscum building, the 
city might very well tax the building and the province 
should pay the taxes, but the city should make a grant 
to it. That is the way to do it, because if it is 


done the other way you don't know whcther thoy balance one 
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another or not, unless they are gone into. The thing to 
do is to put every tub on its own bottom it seems to me. 
I think a municipality very often should make grants to 
Government institutions as well as vice versa. 

COMMISSIONER DAFOE: Do you differentiate between 
various kinds of Government property? 

DR.BRITTAIN: I would not differentiate between 
any kind of Government property. I think, however, the 
argument for public utilitics is much stronger than it 
is for post offices and buildings like that. Even public 
utilities that are not operated for profit, it seems to 
me, they should bear the whole cost and irrespective of 
ownership. The Hydro system or waterworks system gets 
certain services from 2? municipality and it should pay. 
ae it docs Not eet certain service, irom the minicipality , 
even if privately ownediy it should not pay. 

COMMISSIONER DAFOS: What I was wondering about 
was public offices, like fortification. 

DR.BRITTAIN: Well, I had not thought of that. 

I should shink that might very well be left the way it is. 
We have to have protection of course. I have not gone 
into it. I do not suppose there are many cases like 

that. 

COMMISSIONER DA¥YOE: Halifax and Esquimalt. 

DR.BRITTAIN: Yes. 

COMMISSIONER ANGUS; Ths Municipality might agree 
to make a grant to e museum but it might not agree to 
make a grant for a building such as the Parliament 
Buildings. 

DR.BRITTAIN: They do it now. The Province of 
Nova Scotia pays tne Yominion Government part of ths cost 
of policing the province of Nova Scotia. Several other 
provinees do the same thing. It is a fine thing to do 


and I do not see why the municipality could not pay the 
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province. The Dominion gives a grant to the province 
and certain provinces give a grant to the Dominion for 


services rendered, and it is easy to ascertain what the 
services are and how much the services cost. I do not sce 


why it cannot be done for other institutions if it is done 
for policing. At any rate I feol quite confident that 
something will have to be done about the taxation of 
property that is held other than by private individuals. 
COMMISSIONER MacKAY; Have you given any 
consideration to the English principle of taxing the 
occupier of land rather than the land itseif or the owner? 
Do you think that is at all applicable to Canada? 
DR.BRITTAIN: Personally, I am in favor of the 
present system in Yanada for two reasons: First it 
requires a tremendous amount of training to apply the 
British system and in the second place we are a new 
country and I think any system of texation which exempts 
land, vacant land, is bad. For instance, there might 
be in the centre or very near the centre of a large 
city like Toronto a piece of land woich was held out of 
use for speculative purposes. I think it should be 
taxed in the public interest and also because it costs 
the municipality money. f#or example, some three or four 
years ago 1 was in a municipality in British Columbia 
that had four or five villages in the municipality, 
and for the sake of votes certain conveniences were 
uneconomically taken to one of thse more distant 
villages. Well, the cost was tremendous and of course 
the question came up whether the intervening land should 
pay any taxes or not. Tho fact was that the intervening 
land added greatly to the expense of that improvement, 
policing, fire protection, sowers, streets and evorything 
else, the cost was added to by the existence of the 
vacant land. ‘So I am opposcd wo any system of taxation 


that will exempt that. However, I do think that the 
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British system of taxing that revenue is just, so far as 
it applics to improved property, but I think wo can 
obtain the samo thing in Canada without tho difficultios, 
by the adoption of the principle that is founded on tho 
indices that capital value shall be carning capacity. 
Now, it makos no difforenece to a man if ho pays 
one per cent on ten thousand dollars or ten per cont on 
a thousand dollars. So it makes vory little difference which 
it is, but our system is much more oasily operatod and I 
think for our conditions is much more just. 
"In conclusion the Institute wishes to 
emphasize the following points: 
(a) Over a term of yoars, public exponditure must 
be made to balance public revenues." 
That is, it is not necessary to have a balanced budget 
every year, but it is necessary to have a balanced budget 
over a term of ycars. 
(bo) ‘Taxes or other sources of revenue should not 
necessarily be abandoned in prosperous times. 
Their product might possibly be better used for 
retiring debt. - 
(c) A nation-wide constructive and permanent 
policy as to unemployment relief must be 
adopted and applied not only from the standpoint 
of conserving physical assets but human values. 
(ad) A positive policy with regard to 
transportation deficits must be adopted and 
carried out. In 1930, transportation deficits 
were 49% of what was paid to mect net public 
educational costs, in 1932, 75%, in 1933 82%, 
in 1934 76%, and in 1935 74%." 
That seems to me sufficient to indicate what I think 


about the drain. 
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THE CHAIRMAN: When you aro speaking of transportation 
deficits, are you referring to the National railways or 
are you referring to various systems of transportation? 

DR.BRITTAIN: I am referring to National railways and 
National steamships. ik mate the two of them in transporta- 
tion deficits. 

"In 1935-6 each citizen in Canada in effect bought 
an $8.00 railveyticket and did not got, a. cide, at 
least he did not get a railway ride. <A return of 
normal or more than normal times may possibly blot 
out the deficit, or the deficit not including 
interest on government advances. This will not 
stop the leak. It will only hide it. Im any event 
government advances are only advances from the 
resources of the citizens of Canada. Surely some 
better way of applying these resources can be 
found than mecting “vansportation deficits. If 
$10 ,000 ,000 per annum can be saved, the people have 
a rient to ats 
(e) Adequate budgetary and accounting control must 
be established in all jurisdictions." 

THE CHAIRMAN: That is a general proposition. Your 
society has not worked out or suggested any method of 
dcaling with that? 

DR.BRITTAIN: We have not a transportation engineer 
on the staff and we have not gone into it, but I know 
if we keep on spending money we do not have where we 
will end up,~ at least that has always been the way in 
my case. 

(f) "There must be a realignment of the administration 

and costs of social services within the present or 

decreased public revenues." 

That is, we must not increase taxation for the 


same services that we are giving now. You will find that 
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discussed at page 111. 
(G) "There should be a redistribution of educational 


costs in the interests not only of real estate but 
of the children." 


THE CHAIRMAN: What re-distribution do you suggest? 
DR.BRITTAIN: I think, for example, that the British 
system of 50%, about 50%, of educational costs, might be 
carried by the province. I do not think the province, 
and the children in the provinee of Ontario at the 
present time ars getting a fair deal in the outlying 
districts. A tremendous amount is being done for them 
but I have in mind several small rural schools where the 
cost is excessive and where the results arse very small. 
I think that would be largely changed by putting more 
of the burden on the people of the province. 
COMMISSIONER DAFOE: We found in the far West the 
Suggestion that the responsibility of the local school 
districts should not extend beyond building and 
maintaining the physical property for housing the 
children, the rest should be borne by the province. 
DR.BRITTAIN: It depends on the province. A 
province like Prince Sdward Island which has three 
counties, and theyaro mostly for judicial purposes, 
and there are only five or six municipalities in the 
whole province, 1 think it is very well, and a very 
large portion of the cost is borne by the province. 
I think it is’ right 1t shotlld be. 4nd I think perhaps it 
might be in British Columbia where the settled portion 
of the province is so /.imitcd in areca. But I believe it 
is a healthy thing to have the local people really 
bear some of the costs that they fecl with education. 
I think it is a good thing, and I profer the British 
system to tho Australian system whero 100% is borne by 


the State. 
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COMMISSIONGR DAFOE: It is ncecssarily a tax on 
real astatc. 

DR. BRITTAIN: Yes, it would bo, and Il think rcoal 
cstatc is holped somewhat by the cxistence of schools. 

I think it is nothing more than right that thoy should 
pay somothing for the support of schools. 

THE CHAIRMAN: That was challcnged before us on 
some occasions. It was said by somo that real cstate 
was not helped by schools. Why do you say it is helped? 

DR.BRITTAIN: I am just judging by my own oxpericnes. 
I rontcd a house for some timc in Toronto and I sent my 
children to public school and collegiate institute 
and teehnical school, and it cost the sgity of Toronto far 
more than I paid in taxes, of murse, but 1 had an 
jntcrest in the school, I fclt that I should pay taxes 
for the school. And sinee I bought a house I have paid 
taxcs to the municipality. I would hato to own property 
in a municipality that didn't have good schools. 

THE CHAIRMAN: Quite. Psoople would not live in a 
municipality without educational facilitics. 

DR.BRITTAIN: I don't think so, and the houses would 
be no good unless there were people that were willing 
to ront them or buy them. 

(H) "Reserves of governmental credit must bs 
established in advance of depressions. 

(I) The public domain should be so administered 
ag to produce the greatest possible financial 
return. 

(J) Public securitios should all be payable in 
Canada only. 

(K) History shows that demand for new revenues 
has had more effeet on the forms of new taxation 
imposed than theoretical or scientific consideration. 


The control of the amount of taxation is therefore 
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at least as important as tho form that taxation 

shall take." 

I think that is very important although pcorhaps a 
truism. 

(L) “While all details must be carefully studiod, 

the chief requirement at the prescnt time is a 

national viewpoint." 

COMMISSIONER ANGUS: Going back for one moment to the 
public domain , would you be insistent on distinguishing 


depletian of the public domain from tho revenue for its 


continued use and trcating the depze%ion revenue as 
capital? 

DR.PRITTAIN: Yes, I think so. I think if a provinces 
owns large forest resources, particularly if it does not 
take any effort to treat it as crop, it should take 
anything that it gets from it for capital purposes. 

If they treat it as crop then of course they should 

take tho crop value each ycar, but there should not be 
any more than the crop va.ve takon. And in tho same way, 
not so important, if there are parks, I think there 
should be groatcr charges made for the use of the parks 
by the people who can use them. There are very many 
millions of Canadian citizens who never have a chance to 
use thom. You find that on page 116, the discussion of 
it. 

(M) " In thelast analysis the governmental machine 

of Canada can be adjusted to the needs of citizens 

and taxpayers only by a continuous survey which 
will decide - 
1. What public services should be rondered at 
each particular stagc. 
2. By which public authority should these 
services bo rendcred. 
3, What organization is necded to produce each 


scrvice.e 
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4. What should be the cost of cach scrvice and 
how should costs be distributed, and rcevoenucs 
therefor be collectad. 

Every public dcpartment, cvery burcau of cach 
department, every servicc of coach bureau, cach job 
in cach service must be required to justify its 
existencc, and cach holder of a job must be prepared 
to justify the quality and quantity of his or her 
service in relation to the stipends paid. Publie 
authoritics have no rights as against the citisens. 
They have only dutics to the citizens. The citizens 
do not care which of their corporations rendors the 
services thoy rcquirc, or to which authority they 
pay their taxes. They have the right to be assured, 
that, so far as is humanly possible, the money they 
contribute buys the most possible service, consistent 
with principles of humanity. 4ven taxpayers them- 
selves are human as well as humanc.” 

THE CHAIRMAN: Dr. Brittain, while undoubtedly 
that statement is correct, should be the rule governing, 
do you think under our present system of government one 
is likely to get that scrupulous regard for fitness and 
public expenditure which you there suggest? 

DR. BRITTAIN: Mrs. Phillip Snowden made an address 
before the &mpire Club some ycars ago in Toronto ané one 
of the statoments she mado, that always stuck in my 
mind was this: That any people could operate any public 
utility or operate as a public service any necessary 
human service in proportion to their honesty. And I think 
that is largely a matter of character and intolligence, 
mostly character. I think we are gotting better. I think 
we will have to gct a lot bettcr before it will bo safe 
to incorporate in our public sct-up many of the servicos 


that we ncecd as human beings. I think there is a very 
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manifest tcndenecy in Canada and in other countrics for 
authoritias oloctcd and appointed at various levols of 
Government getting together. To my knowledge there has 
been a tromendois improvement in agricultural administra- 
tion in Canada by the getting together of mon that wero 
interested as citizens in producing the best results. 

If that can be done for agriculture it can be done for 
every other occupation or for every other service 
rendered by Government. And while I rdmit that this is a. 
gospel of porfcction, it must be always before our oyes 
and it should be the chart towards which we would work. 

THE CHAIRMAN: Quite so. 

DR.BRITTAIN: If we can get 100% cooperation botweon 
the different levels of Government. If we say wo cannot, 
we cannot. il1f wo say wo can perhaps wo can. And wo 
ecrtainly can ts some oxtent, much greatcr than at presont. 
We have shown a capacity and the use of a capacity always 
means added capacity. 

COMMISSIONER DAFOE: Is not progress towards that 
end dependent up®n admission to serviccs on the basis of 
trained ability and protection after they get into the 
service? And is not that very largdly lacking today 
over large areas of government? 

DR. BRITTAIN: That is laeking almost entiroly in 
the municipal field. In the municipal ficld, as I say, 
they usually kecp them long after they arc appointed, 
but they are not appointed for merit, very rarcly they 
are appointed for merit. And there is no systom set up 
and you can be sure if thero is no systom sct up in 
order to insure that appointments will be made by merit, 
they won't be made by morit. As I said with regard to 
municipalitics, if wo could cut down the numbor of 
municipalities, coordinatc municipalities, we could have 


a lot of full-timo officials instead of part-time of ficials 
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and we could sot up cortain standards. One of the 
recommem ations made in here, I am sorry I didn‘ t include 
it in tho memorandum, was that the provinccs which have 
civil services commissions, and we hope they will all have 
them, will give to those commissions the right to establish 
standards for municipal officials. They have donc some- 
thing along that line in some of the Western provinces and 
in Quebec, and they have had in mind in several of tho 
other provinees something like that. There might be grades 
esteblished like thero are for teachers, first, second and 
third grade. In the province of Qucboe they have 
established lists for two or three grades of municipal 


auditors end two or throe grades of assossors and for 
city clerks, and so on, putting the public servico on a 
career basis. I think if that were done wo would get 

very much better service and such pcople would be more apt 


a 


to co-oporate because they would know bettcr what co- 
operation is. When you pay ¥@C apiece for two assessors 
for a few weeks in the year you are losing your $B40C , 
pecause all that can be done under those conditions is 

to write out the rolls that were there the year beforc, 
with all the errozs in thom. If you buy a jack-knife for 
twenty-five cents you have lost your twenty-five cents 
because your jack-knife is no good. And it is the same 
way very often in the public service. Tf you don't pay 
enough you “on't gct good enough service. I think we 
could cut down the number on tho ro:..s very largeay if 

all appointments were made and promotions were made from 
merit. It is the tendency, of course, in public affairs, 
to multiply the number of poorly paid officials. I think 
it is in the public intcrost to ““erease as far as possible 
the number of poorly paid officials and increasc the 
number of highly paid officials and require good workmen. 


I think that is the success of covperavion in Govemment. 
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THE CHAIRMAN: You speak of the very large numbor 
of governmental bodies and youthink the grcatest advance 
could be made on the municipal level, 1 take it. towards 
some reduction in the number of governmcntal bodics, or 
had you that in mind? 

DR.BRITTAIN: Yes. For cxample, in the province of 
Ontario we have in many townships from twolvce to twenty 


school districts. There is a law on the statute books 


which allows the combining of those int< one, but there 
are only two or three that have ever adopted it, and 
they are in suburban districts, they ars practically 
urban communities. Now, it not only affects the quality 
of the education but it affects the cost of education 

to have so many in one township and it is quite 
unnecessary, particularly in southern Ontarlo because 
transportation can easily be arranged for and transporta- 
tion would be offered to the children all winter. 

Lt think there is mors to bo hiped for in that line 

than in the other. i am told in the Province of Alberta 


in some years they will only have fifty-five iocal 


authorities in the whole of Alberta for schocis. 
I think something like that should be done in the Central 
provinces. 
THR CHAIRMAN: How about the municipal authorities, 
are you prepared to express any opinion on it? 
DR.BRITTAIN: Yes, I would sayfthat the county 
either should be made stronger or it should be climinated. 
COMMISSIONER DAFOH: Then enlargo the manicipality? 
DR.BRITTAIN: And cither cnlarge the municipality 
and abolish the county or give the county cnlarged 
powers where necessary and reduce the municipalit:es 
inside of it. I think finally the way will bo found 
in the coordination of rural municipalitics rather than 


in the building up of counties. But if a different line 
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had been taken, if the cat had jumped a littic 


differently, we would probably have had incrcased 
counties. As you know, the province has assumed a large 
share of the cost of roads which formerly were vory 
important for countics. I see no reason why the 
provinces of Canada, like the Western provinces, cannot 
do without counties if they effect amalgamation of 
municipalities comparable to countics in area. The 
objection to the county as I see it lics in this fact,- 
and I have a very friendly fecling towards county 
councils, they are not on the same basis as the Amorican 
counties which are many of them hot-beds of local 
politics, but from the fact that the people that aro 
6lected to the municipal councils owe thoir first 
loyalty tO the local councils, and consequently they look 
upon the county council as a place in which they can 
Sit-and play poker for their differont municipalitios. 
If in the county the members of the county council wore 
6lected, instead of being the reeves or mayors, as the 


case may be in one of the provinces, if they wore 


elected for the purpose to the Council, thcy would havo 
a different view im regard to tho county. If you could 
have a county with all the municipalitics inside simply 
wards of the county or have them all elecfed at large, 
I don't suppose we would ever get to the place where 
people would be willing to abolish their local interests,but 
if they were elected by wards and callcd the present 
municipalities wards of the county, then perhaps 
they might have a county council. But you would have to 
leave out many large urban aggregations of population 
which are now inside the county. 

COMMISSIONER DAFOE: -To go back to the question 
of the small school district, the reason we have no 


municipal school boards in Manitoba, with one or two 


SARE ID ey et eer? 


a] 
1 


“ton oleh ’ 5 opine yor arte eoW ath oaht 


’ veep ee 
rT at t ey ; 
nese PBs Pins 


, ee nat 


Ont Bin 


ats sista 9 9 Bianod s 
x9 oper “eas: opaat 


teawp ot 


6686 


exceptions, I mean country municipal boards, is teeaugo of 
the furious resistance of the small school districts to 
being merged. 

DR.BRITTAIN: We have the same thing hore. 

COMMISSIONER DAFOE: I think in Manitoba there is 
an over-riding power, that the legislature excrcises an 
over-riding power. 

DR.BRITTAIN: Of course the legislature, if it 
wanted to, could exercise an over-riding power in any 
of the provinces because the municipalities and school 
Aistricts are creatures of the province. It is a question 
of local pressure. In Alberta conditions were somewhat 
different, and they are able to do things this year they 
were not able to do before. But in the West conditions 
have never bcen like they have been in the middle wostern 
statos of the United Statcs or in Ontario. In one middle 
western state that I know of they had what thoy called 
special school districts anda for a long time I did not 
know what that meant, but most of the special school 
districts wore formed by a group of farmers whosc children 
had grown up and they didn't want to pay any schoal 
taxes or only wanted to pay very small school taxcs, so 
they got put in a special district where there would be 
no school or only a very small school. 

THE CHAIRMAN: There are some places worse thm 
that, are there not’ 

DR.BRITTAIN: Yes, a lot worse. I think tho worst 
thing in Canada as a whole is the number of school 
authoritics. 

COMMISSIONER MacKAY: Have you any viows, Doctor 
Brittain, on the qucstion of independcntly olccted school 
boards, do they tond to increase the exponses of education 
in proportion to the other expenditures of the community? 


I should not say independently cleeted but indcpendontly 
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appointed school bards. 

DR. BRITTAIN: They arc mogtly indepondontly olsetod 
of course. I have observed both the independently olectod 
and independently appointod. i prefer the independently 
elected to the indopendentiy appointcd. i do not think 
the appointment of the school boards would help vsry much, 
but as long as we have the Separates Schools in the provinces 
which have Soparate Schools it will be quits impossiblc to 
have any other system than that of clectod scheol boards in 
my judgment. There is a certain drawback _ ¢onnect ion 
With cleétead school boards, it is very difficult, to, pring 
about co-ordination in local budgct making. Hvon in Ohio 
where they have not Soparato Schools thoy found it vory 
Catt ieult., ell. the cities! am.in tho sounty over there, 
inside of the county there would be dozons of municipalitios 
and more than dozens of school distrists, and they found 
overlapping and the plight of thc taxpayor was very bad. 

And so they appointcd a budget committec insias of cach 
county, which more or less went over the bucgo%s.- 

Now, 1 think tho time will come, sven in the 
provinces which have separate schools and puolic schools 
when thore will have to be some co-ordinating body from a 
financial standpoint, which will co-ordinates tho expenditures 
or tho finances of the municipality and the schoo. 
districts. There will have to be a much greater spirit of co- 
-operation botwecn elected bodics, one electod for education 
and the other for cths7 Locek purposes . Thore has been a 
great deal more co-operation than rweople give credit for. 
There has beon a tremendous amount of co-operation as you 
can seo by these figurcs betwoen the school authoritics 
and the municipal authoritics and there could be a 
tremendous amount more without any changso in the systcm 
whatever, but if it is neccessary there will have to bo a 


changs in the systonm. 
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THE CHAIRMAN: Mr. St. Laurent, have you any 
quostions? 

Mae ST. LAURENT: There aro.just three or four 
questions, Dr.Brittain.e I understood you to say at tho 
outset that the suggestion that there was porhaps 10% 
of the wage carncrs of Canada who were engaged in tho 
business of government for remuneration was large? 

DR. BRITTAIN: Yes. 

MR. ST. LAURENT: Provably cxaggcratcd. Has your 


institute any figures of the actual number of full-time 
officials? 


DRePRLITAIN: 1 didn’t) bring them with me, but 7 
think iG was about 275,000. It was’ loss than LO” of those 
gainfully employed. And that is whas those persons should 
have said, not tho population. 

MR. ST. LAURENT: Yos, about 10” of those gainfully 
employed. 

DR. BRITTAIN: Yos, or less than 10%. 

MR.ST.LAURENT: Probably less, but tho gainfully 
employed would be, I suppose, roughiy something between 
one and three and one in four of the population. 

DR.BRITTAIN: I think it is about 3,100,000, some- 
thing over 3,000,000. 

MR.ST.LAURENT: Did this number of 275,00C 
represent those employed in the operation of the Canadian 
National Railway system? 

DE BRITTAIN: .YoOs,uLt. Gids 

MR.ST.LAURENT: It includes them’ 

DR. BRITTAIN: Yes, in all governmental, 275,000; 
including all the employecs in governmental bodics, but it 
does not include in the municipality, because we could not 
find how many were cmploycc. 


MR sSTs LAURENT: Yos. 
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DR. BRITTAIN: It might very well run up to 300,000. 

MR. ST. LAURENT: On page 57 ther® is a statcemont 
that the amount paid out for scrvicos is cstimated to be 
about $275,000 ,000. 

DR.BRITTAIN: Yes. 

MR. ST. LAURENT: Weuld that include tho services 
rendered by thosc engaged in the operation of the Canadian 
National Railway system? 

DR. BRITTAIN: No. You soe, we didn't put the 276,009 
number of employecs down here, not on the samo basis. 

That $275,000,000 is, I think, just what was paid out 


of the amounts hore that are put down for Government 


expenditures. 

MR. ST, LAURENT: That being so has the institute 
a figure that would cnable thom to say of the 275,000 
roughly, including those engaged in operating the Canadian 
National Railways, how many would be on rogular government 
sorvice and how many of the 275,000 in the railway scrvico? 

DR. BRITTAIN: I should say perhaps 190,000 or 
200,000. 

MR. ST.LAURENT: From 190 to 200,000 in the regular 
Government service. 

DR.-BRITTAIN; Yos. 

MR.ST. LAURENT: Will you turn ta pagew 11 and 12, 
there is something there which is not quite clear to me. 
Page 11 is the table shoving the total Dominion Debenture 
guarantecd and floating debt, loss sinking fund. 

DR. BRITTAIN: Yos. 

MR. ST.LAURENT; And the total] in 1935 is roughly 
four and a half billions. 

DR. BRITTAIN: Yes. 

MR.ST. LAURENT; And in 1929, 3,065,162,181. 

DR. BRITTAIN: Yes. 

MR. ST.LAURENT: A difference of 1,425,000,Q00. 
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On pago 12 there is an indication of some portion of the 


increase in the public debt for r ilway and stcamship 
deficits, $309 ,000,000, unemployment relief 217,000,000 
or in all, $526,000,000. 

DR» BTITTAIN: Yes, 

MR.BT.LAURENT: That would leave almost 900,000,000 
of the increase from 1929 to 1935 to be accounted for 


otherwise. 
DR. BRITTAIN: Yes, it would be accounted for 


otherwise. Those things would havo to be included of courso. 
And there was threo quartcrs of a billion in therc would 
have to be put in for deficits. 

MR. ST. LAURENT: Yes, but do not those deficits 
include the railway deficits? 

DR.BRITTAIN: Oh yes. 

MR. ST.LAURENT: And the uncmployment relicf? 

DR. BRITTAIN: Yes, but thore might be deficits 
outside of those. Very often there are doficits outside of 
those. 

MR. ST. LAURENT: Yos. 

DR. BRITTAIN: In addition to thoso. That is, those 
two together are not cnough to account for the wholo deficit. 
And then there are payments on the dcbt in betwoen. You 
know, there are payments on the debt in between by 
municipalities, for cxample, there is -- 

MR. ST. LAURENT: Ycos, but I understand these 

pages 11 and 12 deal only with tho Fodcral situation? 

DR. BRITTsIN; The Dominion, that is right. 

MR. ST. LAURENT: And though there was a decrease 
from 1922, or ‘23 rather, to 1929, of some $20,000,000, 
over the next six or seven yoar period therc has been an 
increase of a billion and a half? 

DR.BRITTAIN: Yes. 

MR. ST.LAURENT: Of which $900,000,000 is not 
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ageountcd for By: the railway or by uncmploymont insuraneo? 

DR. BRITTAIN: Woll, I havc not gone into the 
details, I don't know how it is madc up, but your reasoning 
is correet so far as I can goc. 


THE CHAIRMAN: Mr.St. Lauront, woulda not Pars, OF 


it be the itom excluded from the railway and stcamship 
deficits, namcly, interest on Dominion advanees to the 
railway? 

MR.ST. LAURENT: Interest on Dominion advanccs 
would account, I assume, for a portion of ity but part af 
the interest should be re-payable to the Dominion 
Government. 

THE CHAIRMAN: Yos. 

MR. ST. LAURENT: Then I undorstood you t® commont 
on the fact that there had boon some reduction in the good 
years but that that reduction might have becn more 
substantial had there becn no corresponding re@iction in 
taxation during those years. 


DR. BRITTAIN: Or less corresponding reduction. 

MR. ST. LAURENT: Or less corresponding reduction. 
But as a matter of fact, though, there may have bccn some 
reduction in rates. The amounts raiscd were not less 
during those years than they were prior thoroto or after- 
wards. Page 27. If we look at the table on page 11 we 
find that the first year in which there was a decrease 
at all is betweon 1923 and '24. 

DR. BRITTAIN: Yes. 

MR. ST. LAURENT: I took 1921, '22, and '23 
together in the table on page 27 and I got $1,198,000,000. 

DR. BRITTAIN: Yes. 

MR. ST. LAURENT: Then, taking '24, '25 and '26 
together, $1,130,000,000. Taking '27, '28 and '29 
together $1,331,000 ,000. There was, I remaber, some 


reduction in the ratc, for instance of income tax during 
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that poried, but the total revonuc --- 

DR. BRITTAIN: Didn't dcocline? 

MR» ST.LAURENT: Didn't declinc. 

DR. BRITTAIN: No, that is right, but they may havo 
becn kept up. 

MR. ST.LAURENT: By kKocping tha rates up. 

DR. BRITTAIN: Yes. The country can boar a heavior 
rato in good years than it can in bad ycars. Tho point is 
why cut the hoavy rates when thoy ean stand the heavy 
rates, and thon put on the heavy ratos whon thoy cannot 
stand the heavy rates? 

MR. ST. LAURENT: I would not like to offer an 
answer because I am afraid it would not bo respoctfull 
to those who make the chango. Has tho institutc made any 


calculation of what the additional rovenuc would have 


amounted to had the rates not becn changed during that 
period? 

DR. BRITTAIN: No, it wuld be hard to do that. 
It would be hard to do; that would be only a gucss, not 
an estimate, as to the amount or the offect it would 
have had, | 

MR. ST.LAURENT: I supposo it might be affected 
by the basis upon which the rates wore raised? 

DR. BRITTAIN: Yes, where a eee real estate 
you could easily cstimate, or even an income tax, but 
when it is a duty it is almost impossible. 

MR.ST.LAURENT: Yes,yeu cannot tell how much 
would. havo come in and paid the duty at a higher rato. 

DR. BRITTAIN: But I havo no doubt, take tho tax 
that I montioned before, a tax on amusements, - that is 
what I rofer to, a tax like that, particularly roforring 
to where they gave them up. Why not keep them on for a 
while until you build up a reserve? 


COMMISSIONER ANGUS: You did suggest that a tax 
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of that kind might somectimcs be transforred to anothor 
authority. | 


DR. BRITTAIN: Yes. 
COMMISSIONER ANGUS: Arising out of that is it not 


very difficult to get it back again whon tho depression 
comes? 
DR. BRITTAIN: Much hariter to got it when you want 
it. It is casicr to kecp right than to got right. 
COMMISSIONER ANGUS: Is it not possiblo thore is 
reason for not giving it unless it could be given in 
porpetuity? 

DR. BRITTAIN; If they koop it thomsclves I would 
have no objection to it whatevcr, but to give it up 
entirely when the municipalitios nood it, why should it 
be given up? That is what I cannot undorstand. 


COMMISSIONER DAFOE: The opinion was expressed to 


us in one of the Western provinees by a cabincot minister 
that the appoarance of a surplus was tho signal for 
pressure for large cXpenditures that Governments could 
not rcofuse. 

DR. BRITTAIN: I think that would be a good reason 
for paying all revenues out in reduetion of debt and havo 
no money and that is the reason I said here that building 
up reserves for unemployment rolief should not be in tho 
form of money but should be in the form of a erodit pool. 
If it is in the form of a credit pool nobody coutd draw it 
until the timc came to usc it and pressure cannot be 
brought to bear --- 

COMMISSIONER. DAFOE: Except they might be 
objecting to it being applied in reduction of dobt 
because there was a more preferablo method of spending it 
from their point of view. 

DR. BRITTAIN: I am afraid there is a lot in that, 


but I would got rid of it as quickly as I could if I Was. 
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the govornment. 

MR. ST, LAURENT: Thore is one thing I would liko to 
ask you about tho table on pago 49. That makes it quite 
cloar that from 1922 to 1935 the not expcnditure peor 
capita on cducation has deercascad. 

DR. BRITTAIN: Yes. 

MR. ST. LAURENT: 11.96 and 10.86, whilo thcro has 
becn a very considerablo ineroase in tho expenditure on 
public welfare. Might it not be so that somo of tho 


things formerly takcn care of by cducational funds have 


been transferred to the welfare sgcrvicos? 

DR. BRITTAIN: That might be. For example there was 
a case in Toronto, they used to havo a department for 
medical inspection of school ehildron 2nd it was 
transferred to the city couneil. 

MR. ST.LAURENT: And there might ube formerly some 
educational facilities for backward children that have 
been taken out of the education function and put in the 
public welfare. 

DR. BRITTAIN: There have not been many cases like 
that. There have been cases where that has happened but 
that has been more than counterbalanced by setting up 
special schools. That is, even though the province takes 
children away from Toronto to Orillia, the city of 
Toronto quite properly, I think, is building up a set of 
schools for all sorts of special cases. 

MR. ST. LAURENT: But it is so, is it not, that 
there has been some transferring from the local educational 
boards to the provincial institutions? 

DR. BRITTAIN: I. think that is so, but here 
health is included in publie welfare, whether it is 
Operated by the school board or whether it is operated 


by the city. 
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MR. ST. LAURENT: But that might account for some 
Small proportion of the diminution? 

DR. BRITTAIN: Yes, it might. 

MR. ST. LAURENT: Now, there was another thing that 
interested me very much and it was that statement about 
the statute concerning the assessment of real estate in 
Ontario, and the provision that the buildings were to be 
assessed separately and only at such amounts as would 
represent what they add to the value of the land. 

DR.BRITTAIN: Yes. 

MR. ST. LAURENT: Does that go back any considerable 
time? 

DR. BRITTAIN: Yes, that has been there for a long 
time. 

MR. ST. LAURENT: Well, didn't we read, though, 

a few years ago that notwithstanding that there were 
some buildings that were being torn down in Toronto to 
avoid taxes on them? 

DR. BRITTAIN: There were taxos on the land, you soe, 

MR. ST, LAURENT: Yes, but the taxes would remain 
on the land? 

DR. BRITTAIN: Yes, but I don't suppose that the 
taxes on the buildings were very great, but if they were 
then it was an atrocious thing in my judgment. 

MR. ST.LAURENT: But it seems to me that I had 
tho impression that in Toronto, as well as in some of 
our Quebee cities, buildings were torn down because they 
were not producing revenuc, and for the purpose of 
decrcoasing the taxcs. 

DR. BRITTAIN: i think that is right. 

MR. ST. LAURENT: If that suggcsted rule had been 
properly applied it would not havo becn neccessary to do 


that. 
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DR. BRITTAIN; That is what I think. I think that 
not only in Ontario but all through Oanada where thoy 
did not have this provision a great doal might have been 
done to save proporty to the ower. 

MR. ST. LAURENT; And that provision if properly 
applied would moan that a building which does not add 
anything to the land would not bear any proportion of 
the municipal assessment, 

DR. BRITTAIN: If necessary I think the law should 
be clarified to that effect. 

COMMISSIONER MacKAY: In this debt picture you 
presented to us you make no distinction between debt 
contracted for capital assets which may be revenue- 
producing, such as for example the Ontario Hydro Electric 
System. Have you any figures on that? 

DR. BRITTAIN: Not here, but I have in the office. 


I could give you that if you wanted it. The reason I 


didn"t show it here is because I felt that I wanted the 
debt in all the burdens and potential burdens. If any 
public utklity fails of course the municipality or the 
province in general is responsible, and the credit of 
the municipality, the ease with which it can borrow money, 
depends not only on its regular debt but oM the whole 
amount of its debt. 

COMMISSIONER MacKAY: You have a figure for that 
of the municipalities, have you not? 

DR.BRITTAIN: No. 

THE CHAIRMAN: It would be interesting I think 
if you could let us have that. 

DR. BRITTAIN: All right. 

THE CHAIRMAN; To show what the public utility 
burdens are within the municipalities. 


DR. BRITTAIN: I think we have that for all levels 
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of government. I think it will be difficult to make it 
complete for the municipalities because some of the 
revenue for waterworks goes into the general picture of 
the city. 

THE CHAIRMAN: I suppose waterworks is such an 
essential part of municipal life one does not actually 
look upon it as a public utility in the same way as 
one looks upon a street railway or a Hydro Electric plant. 


DR. BRITTAIN: I have no doubt that the post office 


was looked upon as a public utility. As a matter of fact 
they are all public utilities, the only difference is 
that one is run as a business and the other should be, 


but is not. 

COMMISSIONER DAFOE : You give some figures in 
table 7 about Public Utilities, page 17. 

THE CHAIRMAN: Yes, there are public utilities. 
it gives the net general debt and the net public utility 
debt. That is in the municipal field only. 

COMMISSIONER MacKAY: What do you mean by public 
utilities there? 

DR. BRITTAIN: I have put all waterworks, transporita~ 
tion systems, hydro, all power systems. 

COMMISSIONER MacKAY: Anything that is revenue 
producing. 

DR. BRITTAIN: Anything that is revenue producing 
the cost of which is supposed to be defrayed out of its 
own revenue. 

THE CHAIRMAN: Thank you, Dr.Brittain, it is a very 
interesting presentation you have made, and we thank you 
and the Research Institute for presenting the brief to us. 

DR. BRITTAIN: Thank you very much, sir. 
THE CHAIRMAN: It is now past one o'clock and we will 


ad journ until two-thirty. 


co, rh 
euuaves at tah gaiiiged “AMOR | 


Mpa RHODE oudevat eke 


@tihs Ber Yas pogexton: ‘ed: cha 


6698 


AFTERNOON SESSION 
The Commission resumed at 2.30 aie 
THE CHAIRMAN: I do not think the brief of the 
Citizens' Research Institute was marked as an exhibit. 
MR. FOWLER: It will be number 267, I think, sir, 


THE CHAIRMAN: Yes, and then the summary might be 


marked as exhibit number 267 A. 


EXHIBIT NO, 267: Brief of the Citizens’: 
Research Institute, 


EXHIBIT NO. 267 A: Summary of the 
Brief of the Citizens: 
Research Institute, 
THE CHAIRMAN: The next brief to be ‘heard is that 
of the Board of Trade of the City of Toronto. Colonel Marshal 
and Mr. Tolchard will present the brief. 
SUBMISSION BY THE 
BOARD OF TRADE OF THE CITY OF TORONTO 
MR. MARSHALL: Mr. Chairman and Members of the Com 
mission: The Board of Trade of the City of Toronto was 
organized in 1844 and incorporated by an Act of the Legis— 
lature of the late Province of Canada passed in the year 
1845. Its primary object is to promote and/or support 
such measures as are deemed calculated to advance and render 
prosperous the lawful trade and GbE and to foster the 
ecomomic and social welfare of the City of Toronto in par= 
ticular and of the vieu eee of Ontario and the Dominion 
of Canada in general, xor over 94 years, the Boérd has 
striven to fulfil this object to the best of its ability. 
The membership of the Board at this date stands at 
approximately 2,500 business and professional men engaged 
in all branches of eae and commerce, finance, and a 
number of the professions, the detailed classification of 
which will be found ee four of the Board's submission, 
As the Toronto Region has been for many years the larg~ 


est wholesale distributing centre of Canada and during more 
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roeon years aac assumed leadership in manufacturing. tho 
membership cf the Board of Trade, comprising as it does prac”: 
cally aii concctus of standing in the community, has been 
engagea. sinee the inception of the organization, in intoxr- 
provincia. trading as well as import and export trade 
extending to ail the Provinces of Canada and practically 

all, if not all, of the countries of the world. 

Ail of ths mombers of the Board have had the opportunity 
of cxprcssing their views upon the matters coming within thu 
jurisdiction of the Royal Commission on Dominion-Provincia.. 
Relations and from tho wec.lth of experience of its member~ 
ship the Toronmtec Board of Trade has submitted in its bric? 
views and xocgommendations with regard to a number of mattecx 
of interest principally to Canadian business from the 
national standpoint. 


We have present. Mr. *. D. Tolchard, General Manager 


t Be 


of the Board cf Trade as well as members of the committee 
who assisted in the preparation of the brief, and who 
will be giad to reply to any questions which you may 

care to ask, May I introduce Mr. Tolchard. 

MR. F. D. TOLCHARD, General Manager of the Toronto 
Board of Trade, was called. 

MR. TOLCHARD: Mr, Chairman and members of the 
Commission: I wish to summarize the brief, but I think 
you will bs able to follow my summarization in the main 
brief, as 1 go along. 

In section one of its submission, the Board deals with 
public expenditures, revenues and debt at all levels of 
government which, it is stated, are of vital importance 
to privately conducted productive enterprises. It is 
shown the amount and form of public expenditures concern 
the business world even more than the types of taxation 


utilized to raise revenue to meet the expenditure and that, 
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so far as burden on business and industry is concerned, 

it is immaterial whether taxation and charge for services 
are local, provincial or federal. The statistical table 

on page eight indicates that Toronto expenditures on 

the per capita basis have increased during the period 1922-- 
1935 almost twice as fast as those of the Dominion and 

that Ontario expenditures almost nine times as fast. 

The growth of the combined per capita provincial and muni- 
cipal expenditures has been ten times faster than the 

growth of the Dominion cxpenditures,. 

THE CHAIRMAN: Just a moment, until I follow this. 

MR. TOLCHARD: All public expenditures have to be 
made out of the avails of business, industry and profes- 
sional and technical services, and must be paid by business 
and industry directly or by those who draw their income 
from business and industry. Insofar as public expenditures 
facilitate business and industry they constitute no burden 
and do not add to the cost of living. Insofar, however, 
as they do not add to the efficiency of business and 
industry and exact from taxpayers unnecessary costs or 
costs of services which taxpayers cannot afford, 
they handicap business and industry not only by adding to 
the overhead, but by leaving in the hands of citizens a 
lessened amount to spend on the services and products 
of busimess and industry. 

It will be noted from the statistical table on 
page eleven that the total net per capita public revenue 
in which the citizens of Toronto are particularly inter- 
ested hag uot increased greatly since 1921--22 but that 
the part contributed by taxation has increased faster. 
There was a drop in per capita total revenue at the 
bottom of the depression, but there was no corresponding 


drop im per capita taxation. The slowing up in 1953-35 
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of the rate of increase in per capita taxation was followed 
by a rapid incrcasc in the next two-year period. 

THE CHAIRMAN: J think it would make the official 
record more clear if you would illustrate by giving the 
figures from your schedule here. 

MR. TOLCHARD: On page eleven, you will note that 
the Dominion per cap ta public revenue decreased 25.55 per 
cent, Ontario's increased 89.03 per cent and the City 
of Toronto's increased 15,43 per cent. The total per 
capita increase was 4.15 per cent. The total per capita 
net tax increase was 7.80 per cent, 

In 1921-22, so far as the interest of Toronto citi-~- 
zens and their business and industry were directly con- 
cerned, there was a balance between public revenue and 
public expenditure. In every one of the selected years 
since, expenditures have exceeded revenues, and the ten- 
dency toward unbalance between 1930 and 1936 was pro- 
gressively accentuated, The table on page 14 illustrates 
these facts. 

You will notice in this table that the per capita 
net revenue in 1921-22 was $103.25, while in 1935-356 
it was $107.54. The per capita expenditure in 1921-22 
was $101.38, while in 1935-36 it was $128.59. <A later 
item includes direct unemployment relief whether funded 
or not. The excess in 1921-22 was $1.87. In 1935-36 
there was a deficiency of $21.05. This is on the basis 
of the population within each jurisdiction. Now, the 
amount passed on to future Toronto citizens, business 
and industry, to be paid out of taxation in future years--— 
in 1921-22 there was an excess of $989,632.00, but 
in the year 1935-36 there was a deficiency of $13 ,435,304.00. 

THE CHAIRMAN: That was the deficiency between income 
and expenditure in Toronto in the year 1935-367 


MR. TOLCHARD: With your permission, I would ask 
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Dr. Brittain if he would answer these questions. 

DR. BRITTAIN: These per capitas are based upon the 
per capita expenditure of the Dominion, the per capita 
expenditure of Ontario, and the per capita expenditure 
of Toronto added together. The reason for that being 
that the citizens of Toronto have to bear their share 
of the three governments. The theory wax that while 
more revenue was probably collected in Toronto than 
in 1903 and 1907, in the first instance, we supposed 
that it spread itself pretty well over the Dominion. 
With regard to the province's burden-—as it affected : 
business in Toronto and the people employed in business 
in Toronto, these people are interested in the costs: 
and revenue of the Dominion, the costs and revenue of the 
provincial government, as well as the costs and revenue 
of the municipal government. These three are added 
together as it is the combined condition of the three 
in which the people of Toronto are interested. On page 
fifteen, there is a table dealing with public debt. 

This is dealt with in the same way. The per capita 
Dominion debt, the percapita Ontario debt, and the 
per capita Toronto debt are added together in order to 
show the per capita b.“ien of public debt on industry 
and business in Toronto and the people who are engaged 
in business and industry. You will notice that there 
has been an increase in the per capita debt so far as 
Toronto is concerned. Toronto, Ontario and the Dominion 
had a total increase in public debt of 34.45 per cent, 
while Ontario and Toronto combined had an incresse of 
49.24 per cent. 

COMMISSIONER DAFOE: That is since 1921, is it not? 

DR. BRITTAIN: Since 1921-22, yes. 

THE CHAIRMAN: Then, the per capita debt of Toronto 
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that is the combined debt of the Dominion, Ontario and 
Toronto is $922.83. 

DR. BRITTAIN: Yes, that is it. The debt charges 
are treated in the same way. Debt charges in which the 
citizens of Toronto are interested have risen from $33,86 
in 1921-22 to $43.31 in 1934-34. Insofar as Ontario 
and Toronto are concerned, the debt charges have risen 
from $14.03 in 1921-22 to $24.76 in 1935-36. There has 
been a greater increase in Toronto than in the Dominion. 
and Ontario and Toronto combined are not in excess of the 
Dominion, 

THE CHAIRMAN: I suppose this springs largely out of 
the unemployment relief, or ig it due to other causes? 

DR. BRITTAIN: In Toronto, I suppose there is an 
element of unemployment relief, but in any city it would 
not make very much difference in the percentage, I think, 

MR. TOLCHARD: Continuing on page 17 of the main 
brief, I read: 

tAn examination of the revenue, expenditure 
and debt figures indicates that local government- 
provincial and municipal—-has experienced greater 
difficulty in increasing revenues and controlling 
expenditures than has government on the national 
level. The almost total lack of elasticity in 
municipal revenues is well-known. An examination 
of municipal expenditures for the last thirty 
years tends to show that the nearer to the citizen 
the expenditure, the greater the possibility and 
probability of actual control. One would therefore 
almost expect, other things being equal, that in- 
crease in local taxation, local expenditure and local 
debt on the per capita basis, would compare favourably 


with those in the Dominion field. Apparently other 
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things are not equal and there is a possibility if 
not a strong probability that the revenue structurcs 
and the service requiremonts at the various 

levels of government should be subject to a scarching 
inquiry as to their adcquacy and fitness, granted, 

of course, that tne efficiency of the public ser- 
vices are comparable throughout, 

It is sometimes said, "Yes, thcre arc heavy 
expenditures, but what concrete steps can be taken 
to reduce expenditures?" The recent submission of 
Mr. C. F. Elliott, Dominion Commissioner of Income 
Tax, before your honourable body, shows what can be 
saved in combining overhsads. What has been done for 
Ontario, and what is in process of being done for 
Manitoba and *rince Edward Island can be done for 
all the provinces levying an income tax and possibly 
all cities having income taxes in provinces which 
themsclvcs have no income tax. The coordination of 
provincial police with Dominion police in Nova 
Scotia, New Brunswick, Prince Edward Island, Mani- 
toba, Alterta and Saskatchewan, with a saving on 
the whole of about one-third, shows what can be 
done in the police field. Coordination of Dominion 
and provincial audit in connection with the taxes 
on the transfor of securities should cut overhead 
costs both of the governments and the business 
houses concerned. Known opportunitics for savings 
may be only a small part of those which might be 
effected. The people have a right to know that so 
far as possible all services for which they p&y 
are produced at the lowest possible cost. 

Apart from indicating particular examples of 


waste as above, apparent to everyone, and remcdics 
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" that have, or can, be applicd to tiem, ib “rs Ti 
possible for one on the outside of government to 
answer catcgorically the question of what can be 
done to reduce expenditures. Only thosc TEspousi bis 
for administration on the inside for a term of years 
or those who have been or may be given an opportunity. 
with adequate authority and the necessary TECTLILIGS « 
to observe and study at all levels of governmeons. 
the methods of departmentalization and of operation 
within departments could give a complete answer. 
Moreover, conditions are continually changing so 
that the answer would have to be continuous, or 
it would soon become out-of-date. 

In attacking the problem of controlling govern 
mental costs, it is necessar: to consider in 
detail the elements of cost such as salaries and 
wages, supplies and equipment, repairs, debt charges. 
ete. None of these may safely be left out of con- 
sideration at any level of government. Manifcestly 
this is a retail rather than a wholesale operation. 
In other words, the governmental suit to fit properly 
the needs of taxpayers and the productive activitiss 
in which they are cngeged, must be custom made and 
not ready made. For example, the cost of the per- 
sonnel of the Toronto municipal government is on the 
@yorage probably about 45 per cont of the total 
eost; the cost of the personnel of the Government 
of Ontario is, say, about 20 per cent of the total, 
and the cost of the personnel of the national govern- 
ment is 25 per cent of the total. For @ citizen of 
Toronto public per capita expenditures at all licvels 
of government are made up of about 54 per cent salaries, 


wages and other payments for personnel, almost 32 per 
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"cent debt charges and about 34 per cent supplies, 
equipment, contractual services, etc. Taking the 
country as a whole the governmental expenditure, 
not including that of governmentally owned public 
utilities but only their deficits, was about 350 per 
cent salaries, 30 per cent debt charges and 40 per 
cent supplies, equipment and contractual services, 
etc, The amount of the second and third elements 
of cost in government depends largely on the 
efficienoy of governmental personnel, Even the 
amount of annual debt charges may embalm mistakes 
or inefficiency or the opposite of officials past 
or present. Government is an operation carried on 
by persons and depends for its efficiency and 
economy on the skill, professional spirit and 
devotion to duty of the personnel of government 


at all levels. 


No municipalities in Ontario, so far as this 
Board has knowledge, have civil service commissions, 
and while the standard of éfficiency is comparatively 
high, it would seem that something worth while could 
pe done in cooperation between the province and 
the municipalities in establishing minimum re- 
quirements of training and professional attainments 
for important municipal offices, such as treasurer, 
clark, purchasing agent, auditor and sssessor, and 
of promoting the merit principle in appointment 
and promotion in the municipal service, In 
departments like the law department, the health 
department and the engineering department, profes= 
sional standards in law, medicine and engineering 
take care of the situation fairly well. The province 


jn effect already establishes eligible lists from 
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"whieh teachers and school inspectors may bo appoin-s 
ted by local authorities. Possibly thc province 
might establish a Civil Scrvice Commission with 
jurisdiction solely to set standards and methods 
of appointment amd promotion in thc municipal 
&€s well as in the provincial service. 

Inasmuch as business and industry are more 
vitally interested in the efficiency and cconomy 

of government as a whole than even in the forms 
of taxation and the financial relation between 
governments at diffcrent levels, the Board res-~ 
peotfully submits that even if Dominion~Provincial 
relations may be treated apart from detailed costs 
of government at the various levels and must be 
so treated by your honourable body, in the last 
analysis governmental administration in Canada 
cannot receive the consideration that is required 
in the interests of taxpayers and productive under 
takings unless searching, detailed. cooperative and 
continuous inquiries arc instituted at all gcvcrn- 
mental levels as to departmental organization and 
methods, personnel administration, purchasing, etce 
The Board respectfully suggests to your honourable 
body that if it meets with your judgment, you bring 
this in your report to the attention of the author- 
ities concerned and to the general Canadian public 
who maintain for their own purposes, governmental 
establishments, nationel, provincial and municipaloe 
The Board believes that a full consideration of the 
relations between the Dominion and its provinc23s 
with their municipalitics requires an adcquate 
picture of the financial set-ups and administrative 


efficiency at all levels of government." 
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THE CHAIRMAN: Might I ask--pcrhaps Dr, Brittain 
could answer it--whet information you heave as to the 
general efficiency of municipal administration or in- 
efficiency? Is there any gencral information concerning 
that matter? We know more about the Dominion and pro-. 
vincial administration, in one sense, because these 
administrations are centralized, one in Toronto and 
one in Ottawa, 

DR. BRITTAIN: I would say that the necessity for 


establishing a bureau in the municipalities has come to 


be widely recognized. We now have a Department of 
Municipal Administration in our provincial governments. 
This department is establishing standards and in one 

or two cases has actually established standards. In 
Quebec this department Irs actually established standards 
for municipal auditors. No one can be a municipal 
auditor in the province of Quebec unless that person is 
able to measure up to certain set standards, “hosc 
standards are graded for the different municipalities. 

[Tn other provinces the clerks and treasurers have to measure 
up to set standards. J do not see any reason why most 

of the chief officials in the province should not be 
required to come up to certain standards, 

THE CHAIRMAN: Arc the different departments of 
municipal administration in the province working on this 
problem now? 

DR. BRETTAIN: I think soe The departments have 
been working on the assessment problem for a long time, 

I do not think there hag been an attempt made in Ontario, 
but it is being considered. At least fiftcen years ago, 
it was recommended that the provincial governments 


appoint an inspector of assessors, It is my belicf that 


more than that should be done. Treasurers could be helped 
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by the provincial dcpartmcnt as well as asscssors. The 
assessors have a very difficult task and it is most diffi-- 
cult for any one not properly trained to undertake the 
work. Usually someone from the clerical staff is given 
this position and the result is that a great deal of 
training is needed. I believe the assessor in our 
municipalities and the treasurer in the rural municipalities 
need more help than any other officials, The treasurers 
are getting some help, but 1 do not think the assessors 
have received any so far. 
MR. TOLCHARD: I continue reading from the brief 
at page 2l, dealing with the question of grants-in-aid. 
I quote: 
"It would probably be an ideal arrangement. 
if it were practicab”.., if each level of government 
made its expenditures out of revenue coilected 
by itself. Unfortunately it appears that functions 
which in the public interest should be administered 
at one level may cost much more than in the public 
interest could be collected at that level. A systcom 
of grants-in-aid from one level to another would 
seem to be a necessary feature of modern 
government where there are two or more levels of 
government. It is, of course, obvious, that grants:- 
in-aid should be so made as to meet completely the 
revenue necessities of the case, without weakening 
the sense of responsibility of thc recipient govern- 
ment. if inadequate and given in such a way as to 
undermine fecling of responsibility, it is analogous 
to the “dole”, and in effect a grant-~in-aid may be- 
come a dole of onc level of government to anotlsr., 
The collection by one euthority of a tax for another 


authority and the turning over of the resulting 
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“revenues, of course, does not involvs a grant-in- 
aid and is not subject to the samo dangcors as 
grants-in-aid, The paymont of a provinces to the 
Dominion for the cost of police services is not in 
the nature of a grant-in-aid, but it is a paymens 


at cost for services rendered. 


The provincial subsidics &s a whole are not 
typical grants-in-aid from the historical stana- 
point. Insofar as they are not strictly quia pro 
quo payments they are in all essentials grants~ 
an eid, 

The former Dominion grants to the provinces 
for technical education, the Dominion subventions 
to the provinces on account of uncmployment cigs Weer ats 3 ae 
and the provincial grants to school boards and to 
teachers arc important examples of grants-in-aid." 

I return now to the reading of my summary. 

"If subventions are to be given from the Dominion 
to the provinces on the basis of need. the amount 
of the need in each case will have to be decided 
by an impartial authority on some pre-arranged con-> 
crete basis of calculation which will produce re- 
sults more or less approximating the need. It is 
obvious that the per capita basis is inadequate. 
The division of relief and other costs on the per- 
centage basis as between the Dominion, the 
provinces and the municipalities is thoroughly unsound 
and vicious, It constitutes an invitation to wasts 
and inefficiency. Grants from one governing body 
to another on the basis of the expenditure of the 
latter are susceptible to improper use. If they 


may induce virtue they may also induce extravagarics. 
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"If objective bases of subvention and grants-in-aid 
which will result in substantial justice are not 
developed, grants-in-aid may, instead of spreading 
necessary costs according to ability, spread waste. 
extravagance and inefficient administration accord - 
ing to ability, spread waste, extravagance and 
inefficient administration according to diplomatic 
ability far beyond the limits of ability to pay. 
Public Accounts 
The Board recommends tthe adoption by governmonis 

of sound accounting principles, standardization of 
governmental financial statements and uniformity 

of definition of the classifications and terms 

used. This is for the reason that citizens do not 
know what cach of their governments are doing and 
how their finances compare with those of previous 
years and those of comparable governments, Con 
tradictory statemcnts are bandied about as to whether 
public debts have increased or decreased during a 
year and whether surpluses are not really deficits. 
As a result there is a scepticism about governmenta. 
finance which will produce in time, if it°has not 


already done so, an indiffcrencc to it. 
This situation is in striking contrast to ths 


publicts acceptance of the annual statements of busi-~ 
ness and industry. It is felt that two factors 
are primarily responsible for the present attitucs 
towards governmental accounting, namely, 

1--The lack of a standardized accounting method 
based on generally accepted accounting principles; 

2-—Fhe failure to place the accounts on an accruai 
basis instead of a cash basis. 

& standardized accounting technique for the 


various governments in Canada is admittedly nov cv., 
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"to attain. There are now, however, definitely 
accepted accounting principles which are used to 
determine the revenue, expenditures, asscts and 
liabilities of any business. These accounting 
principles form the basis of financial. statements of 


business but they do not always appear to 
have becn incorporated in governmental statements 


nor are governmental statements always prepared 


in comparable form. Improvement has becn made in 
the municipal ficld in Ontario and, it is believed. 
in some other provinces. In contrast, however, 

to the generally accepted and rcadily understandabic 
forms of statements now used by business, the accoun, 
and statements presented by governments are both 
antiquated in form and difficult of interpretation, 


Reduction in Number and Coordination 


of Governing Bodies 


The extent of over-guvernment and the number 
of governing bodies in Canada having authority to 
expend public funds is well known and need no 
elaboration. The Toronto Board of Trade is of the 
Opinion that many of the services of existing govern- 
ing bodies are of such a nature that they can be 
operated more efficiently and economically in a larg» 
unit than in a small unit. Also multiplicity of 
overheads and overlapping of services are adding 
no small amount to the cost of government. 

The Board believes there is an urgent need to 
see that the functions of local governing bodies be 
definitely established, that overlapping be avoided. 
that our system of government be simplificd and 
modified and that the cost be reduced wherever 
possible. Thc Board urgcs upon the Commission tho 


noed for such action, and that it should recommend 
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"steps calculated to bring about those rcforms." 

THE CHAIRMAN; Has your board considorcd whore 
these enlarged areas of locel gavernmcnt should be 
created or how they should be ecrcatcd? 

MR. TOLCHARD: I think we would agree very largely 
with what Dr, Brittain said this morning. It is in the 
Jogal ar municipal field rather than the other fields 
in which these should be created. 


Section 2 dcals with the Railway problem, and it 


is found on page 27 of the Board's main brief. In the 
summary, I state that: 
"“Whebher or not railway deficits could be avoided 


and the resultant savings made availatis to assist 


the Dominion in meeting any further financial commit 


ments which it may feel it should assume as ae result 


of this present inquiry and the desire expressed 
in many submissions thet the Dominion assume res» 
ponsibility for additional services, the drain of 
the railway deficits on the Dominion's financial 


resources, the Toronto Board of Trade fecls, must 


be taken into consideration in any re-examination of 


the economic and financial basis of Confederation 
and the distribution of legislative powers in the 
light of economic and social devclopments since 


Confederation. 


The experience under the plan of coordination 


and cooperation as adopted and put into practice 


by the Fedcral Parliament is now of sufficient 


duration and of such nature as to impel reaching the 


conclusion not only that it has not solved, but also 


that it will not solve, the Railway Problem. 
The Board is accordingly of the opinion that 


there is a vital need for furtt@r consideration 
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"being given to the proposals mado to she Duff 
Commission and any other proposals from rosponsiblo 
sourccs and to cxamine further all potcmtialitics 

for effecting economies in the operation of the 
National System which would reduce the present severs 
drain upon the tax payers of the Dominion resulting 
from the annual deficits of the Canadian National 
Railways. 

Since the Board's submission to your Commission 
was prepared the Senate has named a comittcs to 
review this problem much along thelines suggcsitcd, 
While it is hoped your honourable Commission will 


not lose sight of the question.: but take such stops 


as may be possible to find a solution, this Board ‘is 
content, for the present at least, to await the 
results of the Senate Committee investigation. 
National Business in Canada. 

Under the heading of "National Business in 
Canada" the Board points out in Section III of 
its submission that “one of the greatest problens 
faced by any business which operates inter-provincia.) 
is meeting the taxation and complying with the 
legislation and regulations of the Dominion govern 
ment and provincial governments up to nine in 
number. The taxation, laws and regulations of our 
ten major governments, applicable to business, arc 
marked by a lack of coordination, a lack of uni- 
formity, and unfortunately, in some cases by a 
positive discrimination that hampers seriously the 
efficient operation of interprovincial trade to the 
detriment of the whole economic life of Canada. 
The adverse result is wholly out of proportion to 
any increase in governmental revenues from duplicates. 


overlapping, ctc., taxes and is not accompanied by any 
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“improvement in the quality of busincss regulation. 
Business is not given the conditions which nako 
it possible for it to make its maximum contribution 
to our nationel life, a contribution which the 


Board believes to be a material factor in the sol- 
ution of many of the problems the Royal Commission 
is examining, ! 

suplicate and Overlapping Texes 

Duplication and overlapping of texcs on business 
occurs chicfly in corporation taxes and exists as botween 
the Dominion and provinces and as between the provinecs 

themselves. Examples of difficultics in this 
connection are given on pagc 3O and Gi and also 
have been placed before your Commission in dctail 
by other organizations," 

Examples of the difficulties in this connection are 
given on pages 30 and 31 of the main brief. You will 
notice that at the foot of page 30 and on page 31. we 
have outlined some of these difficulties. 

THE CHAIRMAN; You might just read that so we wilt 
have it in mind. 

MR. TOLCHARD: Reading from the brief at page 30, 

I quote: 
Duplication and Overlapping Taxes 

"Duplication and overlapping of taxes on business 
occurs chiefly in corporation taxes and exists as 
between the Dominion and Provinces and as between the 
provinces themselves. The Dominion does not allow 
exemption of corporation income taxes paid the provin- 
ces in computing the amount subject to the Dominion 
corporation income tax, nor do the provinces (excepting 

Manitoba), which levy income taxes on corporations, 

allow exemption of income tax paid to the Dominion 


in computing the amount subject to their corporation 
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"income taxes, The hardship to corporate business 
can be appreciated when attention is called to the 


Dominion rates of corporation income tax which are 


15 per cent and 17 per cent (where parent and sub- 
sidiary companies file comsolidated returns) and 
provincial ates which reach 5 per cent in the 
prairie provinces and may go as high as 10 per cunt 
in British Columbia, 

While in principle the provinces apr: tion 
among themselves corporation taxes on the basis of 


the relative portion of business transacted in each, 
in reality their bases of apportionment over-reach. 


As instances, the province of Ontario only allows 


exemption of taxes paid in other provinces at the 


Ontario rate, Ontario makes no allowance fot the 

excess. On the other hand, if the rate in mother 

pravince is lower than the Ontario rate, Ontario 

collects the difference between that Province's and 

the Ontario rate." 

THE CHAIRMAN: Mr. Tolchard, could you expect Ontario 
to allow a higher exemption than the province's own rate? 


In places where this pro ince's rate was 5 and another 


province's rate was 10, if Ontario allowed the exemption 
at 10, it might wipe out the entire tax in Ontario, might 
it not? 

MR. TOLCHARD: I would ask Mr. Crysler to answer that 


question, if I may. 
MR. CRYSLER: Mr. Chairman, I think our committees would 


thomoughly agree with your suggestion. The point the 
committee had in mind was that because of this arrangement 
we @o not get the bencfit of the lowcr rate when there is 
a lower rate in thc other provinces, and we are always 
forced to pay the penalty of the higher rate. In that 
respect, therc is duplication, and I think that is the 


point which the committee had in mind, sir. 
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MR. TOLCHARD: Do you wish mc to continue with theo 
reading of the brief, your Lordship. 

THE CHAIRMAN: Yes, you may continue. 

MR. TOLCHARD: Quoting: 

"In quebec the whole paid-up capital is tax- 
able sufject to arbitrary reduction by ordcr-in- 
council in the case of companies with head offices 
outside and doing business in Quebec and of compan: ~ 
with head office in, but having the greater part 
of their assets outside, Quebec. In somo provinces 
the whole of the companies' capital is taxed no- 
withstanding that only part of the capital is omploy:. 
in the provwince,. 

4 more extended statement of instances of 
duplicate and overlapping corporation taxes, in- 
cluding duplication of taxation respecting dividcné 
receipts, is found in the bgief submitted by the 
Canadian Menufacturers' Association, Inc. For 
this reason it is not necessary to go further 
into details here. That Association states thore 
are cases of companies being taxed on 150 per cens 
to 180 per cent of their capital. The experience 
of the members of the Board confirms this statemen’ 
on the basis of treating capital as including 
permanent borrowings according to the Ontario 
and Quebcce practice in corporation tax matters. 
If, however, corporation tax payments are related 
to only share capital proper, the percentages run 
e great dcal higher, reaching as much as 390per cen’ 

THE CHAIRMAN: Mr. Tolchard, if you leave out the 
debentures and take only the capital stock, docs the 
ageregate tax imposed on a company operating throughout 


Canada--might it rcech as high as a tax of 390 per cant 
imposed on its capital? 
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Yes, sir, I believe that is correct. 


MR. TOLCHARD: Reading from the brie?: 

"By parallel taxes we mean the concurrent taxine 

of the same subject matter by two or more juris- 

dictions where the revenues derived are used for 

different services," 
Then at the foot of page 32 there is a summary of parallel 
taxation in the sales and income tax fields. Sales tax. 
Dominion of Canada, 8%; Province of Alberta. 2%. retail. 
although that was suspended by Order-in-Council as from 
September lst, 1937; the Province of Saskatchewan 2%. retail; 
and the City of Montreal, 2% retail, On page 33 you wilt 
notice the income tax on the corporations; in the 
Province of Alberta, the Dominion rate 15%. and in all the 
provinces, In Alberta the Provincial rate is 5%; British 
Columbia, minimum of 23% on gross revenue, maximum of 10% 
on profits; Manitoba, 5%: Ontario 1%; Quebec. 24%; 
Saskatchewan 5%, 

"In addition, the Provinces of Alberta. Ontario. 

Quebec, and Saskatchewan levy taxes on one or 

both of capital and place of business, Taxes on 

capital and place of business apply regardless of 

the existonce of profits from which to pay them. 

This board believes such taxes are unsound and 

that consideration should be given to the 

advisability of abolishing them, 

These taxes and their rates are, of course, 

well known, They are set out here because a 

summarized grouping is helpful to enable 

appreciation of the lack of uniformity in sales 

and income taxes and the unequal burden they impose 

on business and individuals in different sections 

of the country, a burden which it cannot be doubted 

does not permit successful business operations in 


some provinces, and so prevents business from making 
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"a full contribution to the economic life of those 
provinces. The fulfilment of that contribution 
will create an expansion and development of business 
and our great natural resources in which particular 
localities will be benefited directly by increased 
employment, infusion of life into their local 
economy and a widened tax base to enable them to 
meet financial obligations with less onerous rates 
of taxation, Also, wealth will be created for 
investors and the country at large,” 

THE CHAIRMAN: On page 34 you give the different 
rates, 

MR. TOLCHARD: Page 34 is income tax on individuals, 
showing the Dominion tax and the surtax -* the various 
provinces, 

"The rates of corporation income taxes speak for 
themselves and are followed by the income tax on 
the income of individuals which is included here 

as the taxation to be borne by resident owners. 
officers and employees, is a powerful factor in 
determinging the location of business enterprise, 

In Schedule 1 (that is at the end of the submission) 
there is shown a number of examples of the combined 
effect of the Dominion and Province of Ontario 
income taxes on different brackets of income both 
as to percentages and amounts, This schedule 
applies equally to other instances of parallel in- 
come taxes on the incomes of individuals subject to 
variations due to higher or lower provincial rates," 

You will notice in that schedule that the combined 
federal and provincial income tax on taxable income of 
$1,000, for instance, amounts to 445%, and then it in- 


creases until you get to $500,000, of 63,73%. 
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"It will be observed that in Ontario income taxes 
absorb 63.77% of an income of $500,000. The per- 
cent® ge becomes higher with larger incomes, and 74% 
is absorbed by income taxes in the case of an income 
of $5,000,000. In Provinces where there is no 
deduction of Federal Income Tax in oomputing income 
subject to the Provincial Tax, income taxation is 
even more severe. For instance in Saskatchewan, 
the income tax on every $1,000 taxable in the 
highest brackets under the combined Dominion and 
Provincial rates amounts to $1,063," 

THE CHAIRMAN; I think anyone who had that income 

would move out, 
MR, TOLCHARD: There are some cases where they have 
moved out. 

THE CHAIRMAN: Not out of Saskatchewan,? 

MR. TOLCHARD: No Sir, 
"It may be said by those holding a certain point of 
view that severe taxation of incomes in high or the 
highest brackets is not a subject which inspires 
any very great measure of sympathy. It cannot be 
overlooked, howvver, that the concentrations of 
wealth which produce such incomes provide for the 
area in which they are located widespread business 
and employment and are a valuable state asset in 
the form of a larger tax base for all forms of govern- 
mental revenue. Business can scarcely be expected 
to locate in areas where the tax toll is most 
severe, 

We do not seek to plead a special case for tax 
relief to business, On the contrary business, while 
hoping for any gross tax relief which easier revenue 
requirements permit, is prepared to pay its full 


share of taxes, We only urge at this point a tax 
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"adjustment, levelling extremes and removing 
anomalies, which will place business on a uniformly 
intelligent basis of taxation and enable it to 
operate efficiently and profitably and make an 
increasing contribution to our national economy > 
This adjustment is urged particularly in those 
provinces where enlarged taxation resources are 
needed most urgently. The immense natural resources 
of those provinces guarantee an effective increase 
of wealth to them if, through adjustment of 
taxation and other policies, they creat confidence 
in the capacity of business to operate successfully 
within their borders, 

In placing on rwcord these views which are con- 
cerned essentially with long term aspects of 
financial policies, the Board is mindful of the 
immediate and pressing revenue needs of certain 
provinces. While some of them would find it 
difficult to meet their obligations and give up any 
revenues whatever, the amounts they derive now from 
parallel sales and income taxes are so small in 
relation to their general financial commitments that 
it seems regrettable the small revenue loss 
attendant on the moderation of the extremes we 
suggest, should prevent adoption of taxation 
policies which will be of substantial ultimate 
advantage, There is attached in Schedule lla 
summary of provincial income tax receipts in 1935. 


both as to corporations and individuals," 


You will note there in British Columbia, Mar, 3lst, 1936. 


the corporation and the company, including the railways, 


was $1,866,145; Alberta, it goes down to the lowest, 


$1,147,881; and Saskatchewan $1,436,243; Manitoba 


$1,344,276, and so on, the largest, of course, being the 
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Province of Ontario with $7,604,285, 

"The attention of the Commission ig drawn to the 
comparatively small volumes received at present 
from these sources of revenue by the Western and 
Maritime provinces, With reference to the retail 
sales tax in Saskatchewan, it is understood it is 
estimated to produce $2,000,000 annually, 

The Board urges that the Royal Commission, 
in studying the financial aid needed DY .any. of the 
provinces, take into consideration not only. 
permanent adjustments but such temporary adjustments 
as are necessary to enable those provinces to 
moderate their taxes on sales and on income es-~ 
pecially, to the average level in other provinces. 
in order that the provinces in financial diffiocultics 
may offer equal opportunities to business and 
through development of their internal economy find 
the solution of their fiscal problems to the 
greatest possible extent within themselves. 

Retroactive and Double Taxation 

There have been instances in recent years of 
taxation having a retroactive or double taxing 
effect. A number of eXamples occurring in the 
Dominion Income Tax and the Ontario Corporation Tax 
are cited in the Canadian Manufacturers: Association 
brief, This is an undesirable development from the 
point of view of business, In this day competitive 
conditions force large scale operations on extremely 
narrow margin. Any unforeseen cost factor imposed, 
particularly after the business turnover which should 
have met it, is a most disturbing factor and may 
well have serious adverse effects,” 

I have a statement here which is not in the submitted 


ovrief of some instances of retroactive and double taxes, 
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complained of by members of the board, For instance, in 
retroactive taxes, income, the several increases in 
income tax rates during recent years have been applied 
to fiscal periods closed at the time the increased rates 
were imposed, This applies generally in the Dominion, 
Provincial and Municipal Income Taxes, 

THE CHAIRMAN: Mr. Tolchard, would that be for more 
than the then current year? I know at times acts are 
passPf. during a session of parliament, which makes them 
applicable to the income tax returns made that Wear. Or 
course, the returns on the year are made on the previous 
year's business. Does it go beyond that? 

MR. WRIGHT: No, Sir, not beyond that. 

MR. TOLCHARD: I will continue with this statement: 

"Sales - Delayed audits have applied tax, penalties 
and interest back over lengthy periods in 
respect of mistakes made in good faith, 


Business Taxes (Municipal) - These are imposed in 


one year for the previous year, 
Arbitrary Valuations and Dumping Duty - Dumping 
duty has been applied several months after import 


despite the fact that documents were proper at the 


border and at the plant. Often the goods subject to 


the dump have been sold when imposed and con- 


sequently it cannot be included in their price,* 


THE CHAIRMAN: Is that a common thing? I should think 


that would be a very unusual thing, 

MR. TOLCHARD: I could not say it is particularly 
common, Sir, We have had a number of complaints regarding 
it reported to us as a result of our questionnaire, 


THE CHAIRMAN: The duty being paid on the basis asked 


by the Government and the goods being sold. and there is an 


additional duty imposed? 
MR. TOLCHARD: Yes, 
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THE CHAIRMAN: Are there many illustrations of that, 
Mr. Wright? 

MR. WRIGHT: Mr. Chairman, the frequency was during a 
period 5, 4, 5, or 6 years ago, at the time section 43 of 
the Customs Act was active and applied. Since the 
limitation of that section - I cannot tell you the date, 
three or four years ago, - there has not been the trouble , 
but there is very occasionally a point comes up even yet. 

MR. TOLCHARD: Dealing on page 38 with the lack of 
finality in taxes and assessments: 

"There is a general tendency for our taxing statutes 
to contain provisions enabling the administering 
authority to at any time re-open assessments and 
impose additional assessments for taxes, interest 
and penalties. Under such provisions, firms of bona 
. fide intent frequently have had to meet additional 
tax demands as a result of an innocent mistake on 
their part, sometimes aggravated by delayed auditing 
on the part of the administering authority. The cost 
of going back over records for a number of years 

to provide the information required on re-opened 
assessments sometimes exceeds the amount of addition- 
al taxes paid. It is obvious that re-opening 
assessments is most disturbing to sound accounting 
practices, Apart from the financial factors of 
further taxes and the cost of dealing with re-opened 
assessments, their result is often to make inaccurate 
financial statements for past periods published in 
good faith. Also it makes it impossible to determine 
liabilities with finality. This creates a most 
awkward situation in financial operations which 
involve certificates on this point. In view of 

these considerations, the Board believes that the 


right of taxing authorities to re-open assessments 
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"should be strictly limited to cases in which 
fraudulent intent on the part of the taxpayer is 
clearly evident," 

THE CHAIRMAN: Mr, Tolchard, how would you find that 
out? Would it not be by an examination of the books, that 
fraud would be discovered? 

MR. TOLCHARD: With your permission, I would ask 
Mr. Gordon to answer that question, 

MR. GORDON: I think, Mr. Chairman, that what you 
suggest is quite right; that you cannot find out whether 
there is fraud unless the taxing authority has the right 
to go in and examine the books. 

THE CHAIRMAN: Well, then, assuming that the right to 
re-open is allowed in cases of fraud, that would 
necessarily involve the right to examine, to ascertain if 
fraud had been committed. 

MR. GORDON: Yes, 

THE CHAIRMAN: Then how are you helped? Well, you 
would be helped in this, there would be no change unless 
there was proof of fraud, 

MR. GORDON: There are cases, Mr. Chairman, of changes 
in the assessment, The assessment might be made and later 
changed due to difference of interpretation of ruling; 
not necessarily because the company or the individual had 
committed a fraudulent act in the way that the term was 
originally made up. 

THE CHAIRMAN: Under the present practice they can 
go back ten or fiftecn years. Do you know whether that is 
the provision in our income tax, similar to that in Great 
Britain and the United States, or are the authorities 
limited in their right to go back? 

MR. TOLCHARD: We have no information on that, Sire 


"Lack of Uniformity in Returns, Laws, Regulations, 


se titel it ae seit Saas ail , 
Hans 2 solietee saat: puerto ennde at 
Acre ‘oF ea, ov gts odd. 


bons a OREM) iil ee: i estiebiemela ae ‘qn 


ay 
a Se 


on Liybtod hind wate me ‘enn eae Dat i? 2 
th Bear smh raty one: deny ald yard ton snob = nt 
nt ae re lenin eae etiam gtiat Pee: 

9 ant datvdand taeesag rr tobi f a ee ais 


uh amd teito tw) wie: tere. ae yertbee ORES” 10 ABH od 08 
own silt: loa ee eee tee tee | 


Wwe 


cad a. a ae sos i “a 


6724 


"And Multiplicity of Inspections 


The Dominion and each of the Provinces require 
corporations to submit returns containing informat- 
ion upon which corporation taxes are assessed, 

There is almost every conceivable lack of uniformity 
in the information required in these returns with 
the result that separate accounting operations must 
be carried out and to some extent senarate 

records must be maintained for each taxing juris~ 
diction at a very considerable cost to business, 

Taxes in the form of levies on ,a) net income. 
(b) gross income, (c) capital, (d) places of 
business, (e) sales, are imposed by the Dominion 
or at least one of the Provinces. Where the same 
form of taxation is imposed by more than one of 
these taxing authorities, fiscal periods vary; 
regulations for determinigthe amount taxable are 
not the same and statutory conditions determingng 
Wability tor tax,are feryirom uniform. At>er the 
returns have been made the inspectors of each 
authority must be satisfied. Without wearying you 
with repetition of details already placed before 
you, this subject forms an important part in the 
briefs of many business and other bodies which show 
it is causing a very considerable unnecessary 
expense and effort to both governments and taxpayers, 

While it is recognized that the financial needs 
of any taxing jurisdiction must determine the rates 
of its taxes and that accordingly uniformity in the 
rates of provincial taxes can be scarcely hoped 
for, it seems hard to believe that uniformity of 
information required and acceptance of one inspection 
by all taxing authorities could not be made a 


reality if there were a sufficient will to accomplish 
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these objects," 

I have before me a statement which has been furnished 
to us by a national merchandising organization, showing 
Some eighty-four returns which are made by it annually. 
Another firm reports one hundred and seventy-five returns 
and a still third one reports five hundred, While some of 
our members have been unable to estimate what the cost is, 
we have definite instances of reported costs, ranging all 
the way from $30, to $25,000, per annum, I understand 
in some of the briefs that have already been placed before 
you, even larger sums than that have been suggested. 

THE CHAIRMAN: Why would five hundred returns be re- 
quired? Can you illustrate that? 

MR.WRIGHT: Mr. Chairman, I do not know.whether I have 
really satisfactory detail available, but I can say one or 
two things. This corporation is a manufacturing corporat-- 
ion operating, I believe, over the whole of the Dominion, 
The bulk of its returns would be made in the usual way of 
company's information returns, returns for corporation tax 
purposes, and the various statistical information sent to 
the Bureau of Statistics at Ottawa. In addition to that 
this particular firm happens to be the manufacturer of a 
commodity that comes in for certain special taxes. provin: 
cial,and I imagine that a part of the five hundred returns 
is due to that special commodity, which happens to be the 
subject of special tax, I think, in every province of 
Canada, so that it is possibly a little extreme, 

THE CHATRMAN: Take the nine provinces and the 
Dominion, and the Bureau of Statistics, it seems rather 
difficult to understand how they get up to three hundred 
or two hundred and fifty different forms, 

MR. WRIGHT: If I might help you, Sir, take for 
instance the sales tax, that is monthly, and this company 


I speak of is subject to a similar provincial tax, I think 
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the returns also going in monthly, so that you see on that 
special commodity there are one hundred and twenty 
returns per year alone, 

MR. TOLCHARD: I will continue reading: 

"Interprovincial Business Barriers 

Although one might feel that sufficient inter- 
provincial trade barriers, as described above, 

have resulted from mere lack of co-ordination in the 

action of governments, unfortunately, it must be 

recorded that positive discriminatory legislation 
has been enacted intentionally. The following are 
some examples of discriminatory provincial legislat- 
ion; - 

ay The Province of New Brunswick levies special 
taxes on gross retail sales in the Province 
on firms whose ownership is located outside 
it and upon inside firms who bring goods from 
outside jurisdictions within the Province for 
re~sale by retail. The taxation levied is 
substantial and is not imposed upon competing 
domestic products, 

Ze The Province of Quebec requires companies 
developing natural resources in that Province 
to be incorporated under Quebec charter, with 
all the incidence consequent thereon, 

Die The Province of British Columbia imposes a 
tax on fuel oil (imported) but does not tax 
coal, its competitive product, which is 
produced domestically," 

Some examples are given on page 40, You will notice 
there are three specific instances given which speak for 
themselves and indicate a course which, if persisted in, 
will lead inevitably to retaliation, inter-provincial 


reprisals and impairment of national unity. in the country. 
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Reference is.made on page.41 to submissions by other 
business, financiai, and industrial bodies, We refer to 
the Canadian Manufacturers Association, The Dominion 
Mortgage and Investments Association, The Canadian Life 


Insurance Officers’* issociation, and give specific 
extracts from submissions placed before you by these 
associations, and others mentioned at the bottom of page 
42, the fire and Casualty Insurance Companies, The 


Canadian Federation of Mayors and Municipalities, the 


Trades and Labour Congress, The Investment Dealers: 
Association, The Canadian Bankers't Association, The 
Canadian Electric Association. and so on, 
Then carrying on with page 43: 
"The Board believes that a proper solution of the 
prodiems of inter-provincial trade involved in 
Duplicate and Overlapping Taxes, Parallel Taxes and 
Lack of Uniformity in Returns, Laws and Regulations 
and Multiplicity of Ins sections lies wholly within 
the power of governments, No super-human powers 
are called for and the solution will be reached in 
the exact ratio of the will of these governments to 
reach it, A sound solution, if properly arrived at, 
will enable substantial savings to both business 
and governments, will promote further development 
of national unity, will encourage and enable a busi- 
ness expansion ei material benefit to every citizen 
of this country and will provide an expanded source 
OF taxation to guarantee our future governmental 
solvency a 
The Remedy can take one of the following three 
Porms: 
fle That the Dominion assume exclusive jurisé’.ction 
over the taxes concerned, 


2a That there be only one tax of any given form 
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twhich tax shall be imposed and collected by the 
Dominion. The Provinces would share in the proceeds 
of the tax retaining, if they so desire, control 
over the rates on taxes which are imposed within 
their respective borders for Provincial account, 

36 In the event of the solutions in (1) or (2) 
being found impractical, then that the Dominion and 
provincial tax systems be standardized and co- 
ordinated so that only one annual return, one 
collection agency and one audit is required, 

This Board is interested in the result rather 
than the form achieving that result takes. Con- 
sequently, the Board does not express a preference 
for either of the methods outlined, other than to 
suggest that, if in the final adjustment of Dominion- 
Provincial financial relations, the Dominion is to 
acquire further revenues now collected by the 
Provinces, consideration be given to the Dominion 
acquiring such additional revenues in part at least 
by assumption of an exclusive jurisdiction to 
impose sales taxes (including retail sales), income 
and corporation taxes. Should it be, however, 
that the third alternative is followed, the Board 
suggests that as a means of achieving standardization 
and co-ordination, there be regular meetings of 
Deputy Treasurers with interested taxpayers’ repre-~ 
sentatives, following along the lines of the annual 
conferences of the Superintendents of Insurance of 
the Provinces of Canada, which have done so much to 
bring about uniformity in our insurance laws 

Retroactive and Double Taxes, Lack of Finelity 
in Taxes and Assessments and Interprovincial Trade 
Barriers are matters of governmental practice and 


policy rather than of constitutional significance; 


‘fovdaos | earn taeb ee ‘eth | a | 
, abel. iw begognl. PLS te tdw sexed a 
» timioooR Letor ehyvord tot arab rod hate On ati i 

(s) so EL) me ero gudoa sult 30, a ie 
bas nohaioot sity Jets cost steers ostgms etait | 
“Oo, bid bes titeberiire ot. ent dere net 
ofG .fitwver Lavas 690 ino cegt bie 


bertupgex at cou ene Dae veanae mansoesing 


Etat ICNSTSTSIE SB Shetgxe gon eooh bteck ov Coleman: i 
( Cf 2ais Tendo , Der tigi sipodsou omy. to tadd to aot 
a atoleimod ‘bo tneatertis Ledtt edt mt te Pane Seems 


! on 4 oO seh ~ EOD Ash NAP 
py, | at yd Bevomifoo wou segnmeves tadtist wanes 
} vs f of nerin od motitent oD LBaO 9 om « 
Py % ' * 


i" Janel ta tag NL sorteves Imaoks [bbs fous aninivgns 


us ‘ot nottotie bast eviewloge as to notsgmunen yt - 
qnt 
aM omont .{eelee Lister yitivickh) eoxet, eslas geoqmt 
iF ee 

5 . ,tevewod .,o¢d at Givods Bare? . acces ies 


ae DtsoG ott --Sewolict ai eviteutesia brigt exit tet 
P | HoOLi sti~nabesse gikiveldor to easam s pe decd ahead 
Aki io egtiveam telugot od et]edd | to tt eatdno-90-ban 
sha as i! 
. etqet ‘arepegead botectedat diiw wenueaet=, ysuged " 


That 


aus edt $6 eOREL edd anole aciwolfo’, stevivedaee hia wi 
“te eoratanT “te  aiobastatrogque ade ‘to ‘ncapuennne: ‘f | 
od doug os enob eves dots iw. 2b ened: to noon wee aay, . | 
»ewal evgstwent: tuo sab xotarcot Law: spies | | 
(tilontt to toed, — aiduod baa ovis 


ghia 


hes sores retg | baton v9 to. anata 


$729 


"even though the constitutionality of some of the 
legislation operating as an inter-provincial trade 
barrier may not be conceded. These matters are 
crised here, however, as they are more or less 
general over ali Canada and as it may be that there 
is an enhanced possibility of having them removed 
in the course of a general readjustment, ‘The 

Board believes that they are of an importance 


that merits all possible steps the Royal Commission 


can take towards their cessation," 


section 4, Succession Duties, The Toronto Board of 


Trade directs attention to the hardship multiple Succession 


Duties imposes on estates, A history on this matter is 


© 


Siven On pages 45.46 and 47, It will, bé noted), that this 


question was placed on the agenda of an interprovincial 


Conference held in Ottawa in 1926. and I am quoting from 


the Resolution of that Conference, which appears on page 47: 


"That it is the opinion of this Conference that 
all Provinces should take the steps necessary to 
avoid multiple taxation in the imposition and 


collection of Succession Duties.” 


Then on page 48: 


"Sufficient has been said above to indicate the 
hardship multiple succession duties impose on 
estates, The Board wishes now tocall attention to 
another aspect of the subject which it is thought 
has not been given the weight its importance merits, 
This is the effect multiple succession duties have 
in deterring the movement of investment and wealth 
from one province to another, Potential. penalties 
in the form of muitiple duties. when a person dies 
domiciled in one province with money invested in 


another province, are powerful factors in causing 


owners of wealth to follow a policy of confining in- 
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"vestments to the province of their domicile or at 
least to the limited types of more general invest- 
ment where no question of multiple succession 
duties can arise, In practical operation this 

is an influence tending to bottle the accumulated 
wealth of the central provinces within them, A 
portion at least of this wealth, and perhaps a 
substantial portion. is thereby prevented from 
taking advantage of undoubted investment 
possibilities, particularly in the development 

of natural resources, in the more outlying 
provinces which so need an influx of wealth for 
the stimulus it will give their economy and the 
greater taxation resources it will make available 
to their governments, 

This Board urges that the Royai Commission 
endeavour to impress on Provincial Governments the 
need, both in their own and taxpayers’ interests, 
for a proper co-ordination of the principles they 
apply in determining jurisdiction to levy 
succession duties so that there will not be more 
than one succession duty imposed on any part of 
the estate or any part of the assets thereof, 
Periodic conferences of provincial succession duty 
officers could, the Board believes, be made an 
effective clearing house for removing duplications 
or overlappings in the succession duty field," 

THE CHAIRMAN; There is no doubt there are these 
practical difficulties in connection with Succession Duties, 
and the provinces so far do not appear to have been able 
to agree on co-operation, to an extent at least, that would 
overcome these difficulties, 

MR. TOLCHARD: We had a considerable measure of co- 


operation until last year, a reciprocal arrangement » 
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THE CHAIRMAN: That recipro¢al arrangement was can- 
celled. ° 
MR, TOLCHARD; Just about a year ago, with some of 
the provinces., 
Then section 5, Social and Welfare Services, in this 
section the board expresses its views with regard to 
social and welfare services: 
*As a business organization whose main background 
of experience has not had to do with problems of 
intergovernmental finance and administration of 
social and welfare services, this Board does not 
presume to suggest where governmental financial and 
administrative responsibility for them should rest, 
This, it ig believed, can only be determined as a 
part of the general readjustment of financial 
responsibility and revenue as between the Dominion 
and the Provinces. The Board is, however, interested 
in the relation of these services to business and in 
having them extended efficiently to all citizens 
throughout Canada in the most economical manner 
consistent with proper service. In this connection, 
however, the Board wishes to emphasize, what has been 
stated to the Commission already, that municipalities 
have had te bear an entirely new financial responsi~ 
bility in respect of social and welfare services that 
was not contemplated when their taxing powers were 
granted and which is national and not merely municipal 
in its implications, the burden of this has fallen on 
real estate to such an extent that it has not only 
reduced the number of home owners but also retarded 
construction and allied trades and employment 
therein and has undermined the value of investment 
in real property. As is well known, municipalities 


and property owners generally contend, with consider- 


« <i 
S ie 
y res Sy 
a wy: 8 
ae: 32 
on 
2 


- 
AS a 
eA 
De es 25 
2 SF a 
4 w = 
ones 
- 


we 


67352 


"able justification, that a substantial portion of 
the present taxation on real property must be removed 
if these detrimental conditions are to be remedied, 

The Board points out that recently adopted and 
projected social welfare services, not including 
public health and education should, the Board | 
believes, be approached from a distinctly national 
point of view upon the assumption that the social 
welfare of the people in any part of Canada is the 
eoncern of all Canada. This assumption, in our 
opinion, implies that these social and welfare 
services should be national in breadth. A national 
breadth for them is desirable also from a business 
point of view so that there will be an equitable 
charge on these accounts to be met in taxes in all 
parts of the country. If taxes on business for 
these services vary in different provinces the 
competitive position of business in those provinces 
having more extensive social services is penalized, 
Moreover, it may not be practical for one province 
to adopt social and welfare policies because of 
the cost advantage which would result to business 
in other Provinces which does not bear a correspond~ 
ing charge, when it would be practical to adopt 
such services if business in all competitive areas 
had to meet comparable charges for them. Advancement 
in social services may be retarded by lack of 
national scope, 

From a financial and taxation point of view 
unemployment relief is of the greatest moment to 
business. The Board suggests certain principles 
for dealing with unemployment relief, the essential 
elements of which are, firstly, Dominion Leadership, 


at least, in establishing standards for the whole of 
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"Canada, and, secondly, that the standards be 
capable of equitable adjustment according to the 
conditions of different sections of the country. 
The Board believes that these principles can be 
applied to other forms of social and welfare 
services and that the principle of equitable 
adjustment is especially important in relation to 
all such services which involve the giving of 
financial aid from public funds, such as unemploy- 
ment insurance, old age pensions and widows’ and 
mothers' allowances, etc. This principle, the 
Board considers, is fairest to recipients of aid, 
as while it provides for maintenance of standards of 
life existing in all sections of the country, it 
avoids rigidly uniform expenditures as to amount 
which, while meeting the standards in one area, 
go beyond or fall short of the standards of other 
areas, Even though recipients in different parts 
of the country receive different amounts, these 
different amounts, if arrived at on a sound basis, 
will perform the same essential service for those 
who receive them. Also if provincial or municipal 
financial responsibility exists respecting any 
service, it is proper that it should bear its 
share of responsibility for higher costs due to con- 
ditions in it or receive the advantage of lower 
costs due to its local conditions, thereby avoiding 
any expenditures that are unnecessarye 

The adjustment of general standards to local 
conditions is not so important in relation to 
regulatory services which do not involve financial 
aid from public funds, as for instance minimum 
wages, limitation of hours of work, weekly days of 


rest, etc. These matters are more susceptible of 
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“uniformity in regulation and above all do not 

carry with then the need to guard against any greater 
expenditure of public funds than is necessary to 
accomplish the objects of the service," 

Then on page 55, the question of municipal share of 
taxes on Ontario Mines, the first part of that outl ing 
the taxes which are involved: 

"The development of Northern Ontario is of vital 
concern to the City of Toronto, Sotthern Ontario 
generally, and in fact to the Dominion of Canada 

as awhole,. It is essential, therefore, that the 
progress of the municipalities in this important 
section of the country should not be retarded and 
that the citizens of these municipalities and their 
children should have equal opportunities for their 
welfare and advancement with the citizens in other 
sections. 

Section Vl of the brief places before your 
Commission the inequitable distribution as between 
the Federal. Provincial and Municipal Governments of 
taxation derived from mining operations. Asa 
result the municipalities in many areas in North-- 
ern Ontario suffer serious difficulty in having to 
provide costly municipal services, particularly 
school accommodation and health services, to 
populations which grow concurrently with the devel- 
opment of mining enterprises when their rate of shar- 
ing in the proceeds of taxes on mines decreases as 
the mines and their attendant populations become 
larger. 

This Board feels that these northern mining 
municipalities should receive a more equitable share 
of mining taxes and urges the Commission to take 


into consideration the need for such an adjustment 
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®in any general financial re-arrangement it may 
recommend, In making this submission there is 
no thought that there should be any additional 


taxation of mining operations, 
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It might be of interest to the Commission, I have 
a brief here that was prepared in 1935 in connection with 
one of the towns in the north, in which they point out 
that in this particular year the taxes were apportioned 
as follows: municipal taxation 8%, provincial and 
Dominion taxation 92%. I understand the larger proportion 
of that 92% goes to the Dominion although I am not 
informed as to the actual division that is madc. 

THE CHAIRMAN: Are these municipalitiscs now 
compelled to carry an unduly heavy burden? I mean is 
their actual tam.income in relation to their expenditure 
less than that of other municipalities? 

MR.TOLCHARD: I believe so, yes. They are limited 
in other directions too. Mining properties, that is tho 
buildings and so on, are not assessable. It is the land 
that is assessed, according tto this memorandum, on the 
same basis as agricultural lands. And then they have 
additional cost involved by reason of the fact that they 
borrow on a ten year basis instead of longer terms 
as some of the municipalities in the southern areas. 

And then they point out in this particular brief that 
they increase their interest rates as against the 
Dominion and province, at a much lower rate. "We have no 
form of vocational cducation to train our boys and fit 
them to take thoir part in the mining industry owing to 
lack of funds. The reason we cannot is because of 


limited powers of assessment and taxation given by 


the provinee to mining municipalities." Tho assessment 

is mado by tho provincial lands assossor and they point 
out in this particular case tho proportion of the 1935 

assossmont was: Exompt mining proporties 44.6%, 

taxablo mining proportics 8.4%, other exomptions 7.1%; 

other assessmonts 37.9%. 


THE CHAIRMAN: Is that genorally truc ,Dr.Brittain, 
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of all the mining municipalitics, do you know? 

DR. BRITTAIN: In Ontario, yes. I don't know 
whether it is true in other provinces. As the mines 
become larger, moro profitable, their revenue from that 
decreascs, at the samo timo the necd for municipal 
services inercases. 

THE CHAIRMAN: Of course, if the mine works out tho 
municipality is left with its expenditures. I know Cobalt 
is an illustration of that. 

MR.TOLCHARD: Yos. That brings us to the summary 
of obsorvations and rocommendations commencing on pags 
fifty-five. | 

1. ‘Expondituros and taxation. 

Urgently needed reduction of public expenditures 
and taxation cannot be achicved nor can 
governmental administration in Canada and its 
financial aspects receive the consideration 
that is required in the intorests of taxpayers 
and productive undertakings unless searching, 
detailed co-operative and continuous onquiries 
are instituted at all governmental levels as to 
departmental organization and methods of 
administration,personnel, purchasing, etc., 
Such studies should be inaugurated iumediately 
for all levols of government and become 
permanent governmental practice with suitable 
provision therefor." 
Be Grants-in-aid. 
THE CHAIRMAN: The audit department of cach 
government only checks public expenditure to see if 
it is authorized? 
MR.TOLCHARD: Yos. 
COMMISSIONER DAFOE: Do you suggest some 


definite formal organization to bring about this constant 
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eo-ordination and co-operation? What would bo tho 
mochanism? 

DR. BRITTAIN: I think, for examplo, that the function 
of auditors should be enlarged to include not only the 
mochanical authorization but also to look into the 
question of the quality of services and so on. I think 
that should be truc, not only of municipalities and 
governmonts that have their own audit departments but 
also where private auditors are called ins It sccoms to 
mo in overy government, particularly a government that 
has a porsonnel department of any sort, there should be a 
possibility of them going in and making a survey of any 
department to sco whether thoy have too many or too few 
employecs. For example, in tho city of Vancouver, I don't 
know that it is cvor donc, but the comptroller there 
used to have tho authority not only to audit the books 
of the different departments, but also audit the operations 
of the departments. I think every provinces should have 
somo such organization as that. 

I think it is a good thing to havo private auditors 
as well as public auditors. I think the competition is a 
good thing. I think there ought to be private organiza- 
tions who are equipped to make surveys of that sort 
and who could be called in by governments or by municipal- 
itios in ordor to mako such surveys. 

COMMISSIONER MacKAY: Is there no possibility of a 
contral organization being ostablished in Ottawa, to be 
availablo for the municipal or provincial government? 

DR. BRITTAIN: Yes, but I think even then there 
should be a place for private inquirics of that sort, both 
on the part of auditors who would cstablish departments 
for that purposo and for other organizations which are 


survey organizations. The trouble with any government 
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organization is it is very apt to bccome official, and 
what is necded here is not so much purely formal official 
inquiry but real inquiry on tho business basis. If you 
don'thave some private organization of that sort it is 
very apt to become official and standarCized. I think 
that is true of welfare work and other things, that while 
the government organization is a good thing, there also 
should be private organization to keep the standards uw, 
provide a little competition. 

"Grants-in-aid should be so mado as to mect 
completcly the revenuo nocessitiss of tho casc, 
without weakening the sanse of responsibility of 
the recipiont government. The amount of need in 
each case will have to bo decided by an impartial 
authority or on somo pre-arranged concrete basis 
of calculation which will produce results more or 
less approximating the necd.” 

COMMISSIONER DAFOE: Is that a grant-in-aid for 
particular services, particular needs, or is it along 
the lines of the Australian grants? 

DR. BRITTAIN: I think you have to analyze the 
different forms of grants-in-aid. Grants-in-aid might 
be given for spocific purposes and those are good grants- 
in-aid, if they are given to specific services which can 
be limitcd. But grants-in-aid in the form of a dole 
are very bad, not only for the individuel but for the 
state. That is, grants-in-aid on the basis of 
percentage, I think, is open to grave question. 

COMMISSIONER DAFOE: Yes, wo havo had grants-in-aid 
in Ganada for such things as technica] cducation, and than 
you have the Australian systom where 4 grants commission 


decides that on the basis of various factors some state 


i ey 
ery 
i : : ¢ ' oe 4 ae. 7 


“i (Bride go iy pata 
ppc o Lateees gto — ie 7 o | 


ated beoahestl e 


i seria’ Hien tke 


‘ et gen 
nev AE i 
‘ 


obie ds: pins Soko i 


yi 
j iad 
‘~*~ Fi n ms 


jes wad gine ie as 
Sm tnehe ots goo ot aaars cbalagt set tte et 


“ 


' Lert sentioa pee: ware 
| Bieta 0 


. 


hse 


pltaenibow ‘pokahee 


4 
ir ae 


Ao a 


) tine al 
a ¥ shi _ 


Fata 


phen 
ay gle JF i 


en 
Four % al ob 


re 


ad cee 


Ogee 


6740 


is a "havo-not statc" and thay give thom a furthor sum 
basod upon some fQ@mmula. J was wondering whcthor you 
had any definite idea that something like that should bo 
adapted in Canada, because wo have had that suggestion 
made in many places. 

DR. BRITTAIN: I think that all grants-in-aid, 
except perhaps the original grants-in-aid to provinces 
in the form of subventions which were supposcd to be on 
account of the thon-oxisting debt, I think they should be 
measurable. JI think thore ought to be some way to 
measure the nocd for grants-in-aid. If you could toll 
just what the service is and could give a grant-in-aid 
just in proportion to the servico that is good, but there 
are lots of serviecs you cannot do that for, as you say, 
and there you havo to have some sort of index, composite 
index mado up of different fcatures, which would onable 
the authority, perhaps a commission like in Australia, 
to tell the amount of tho grant in aid to be made for 
the province or difforent part of the country. I think 


it is extremely dangorous to have grants-in-aid unless thoy 


can be put on the basis of a conercte measure. 

COMMISSIONER DAFOE; So the provinee would be 
under obligation to literally fulfil the instructions? 

DR. BRITTAIN: I think so. 

COMMISSIONER DAFOE; Suppose there was a differeneco 
between the province and the Dominion as to whether the 
provinee had literally fulfilled tho obligation, what then? 

DR. BRITTAIN: It would be very hard I suppose to 
eliminate all difforences, but tho morc conerete they 
would be the less differenees like that would occur. 

There undoubtedly would be difforenoes unless thero is a 
possibility of comparatively oxact moasuremonte It is 
largcoly a mattor of good will. 

COMMISSIONER DAFOE: Which is conspicuously lacking? 
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DR. BRITTAIN: Yes, but there is a place for good- 
Will, no matter how fine you cut the equipment down, 
there will always be a place for good-will. 

I think that is a thing we need very much in Canada. 

COMMISSIONER MacKAY: Do you think grants-in-aid 
as between a municipality and a province, and between 
a provinee and the Dominion stand on the same footing? 

The municipality after all is a creature of the province. 
The province considers itself autonomous, some provinces 
even sovereign, Can the Dominion deal on the same terms 
with the province, even though it lays down the condition, 
as a province can deal with a municipality? 

DR. BRITTAIN: No, it cannot. The province has 
absolute authority, theoretically I suppose the province 
could peal all municipal rule as has been done in Italy 
where the head magistrate of every municipality is appointed 
by the central government. I suppose the same could be 
done, and where there is a branch of supervision like 
the départments of municipal affairs the province cauld 
lay down the rule to the municipality. But when it comes 
to the province it oo much more difficult thing, and 
a greater clement of good will and give and take is 
necessary. At the same time I do not see as long as we 
have provinees how you can get along without some fom 
of grants-in-aid and the problem is twofold: To technically 
work out some method that is as good as we can, as 
objective as we can, then instil as great a national 
spirit as wc can. 

MR.TOLCHARD: Standardization of public accounts 

"There ghould bo adopted for all public accounts, 
sound accounting prinniples, standardization of 
governmental financial statcmonts and unifomity 
of definition of the classifications and terms 


used. 
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4. Governmontal simplification: 

Overlapping functions of government should be 
removed. In vicw of the existence of 27,577 local 
administrative govornmental units in Canada, this 
Board feels that our system of local government 
should be siljplified and modified with a view to 
economy. 

5. The Railway Problem: 

There is a vital need for the Dominion giving 
further consideration to the chief proposals for 
solution of the railway problem placed before the 
Duff Commission and any other proposals from 
responsible sources, and oxamining further all 
potentialitics for effecting economics in the 
operation of the National System which would 
reduce the present severe drain upon the taxpayers 
of the Dominion resultiag from the annual deficits 
of the Canadian National Railways. The Board 
fecls that a solution can be found without dis- 
placing or prejudicing present employecs. 

6. National Business Problems 

To enable business to make its full contribution 
to the national and provincial economies - 

(a) Duplication and overlapping of taxation, 
Lack of Uniformity in Returns, Laws and 
Regulations and Multiplicity of Inspections 
should be eliminated, Slimination can 
be accomplished by: 

1. The Dominiam assuming exclusive jurisdiction 
over the taxes concerned, or 

11. There being only one tax of any given forn, 
which tax shall bo imposed and collected 
by the Dominion. Tho Provinces would share 
in the proceeds of the tax, rotaining, if 


they so desire, contro] over the rates of 
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of taxes which arc levied within their 
respective bordors on provincial account. 
aa. In the event of the solutions in (i) and 
(ii) being found impractical, by the 
Dominion and Provincial tax systems 
being standardized and co-ordinated so that 
only one annual return, one collection 
agency and one audit is required. 

(b) The Dominion and/or Provincial Governuents 
should cease levying retroactive or double 
taxes or taxes having such effect and should 
discontinue re-opening assessments and levying 
addi tional taxes, penalties and interest 
unless there is clear evidence of fraud on 
the part of the taxpayer. 

(c) The Provinces should remove any barriers to 
interprovincial trade they have erected and 
refrain from erecting such barriers in future. 

7. Succession Dutics 

In order that wealth may flow freely to economic 
opportunity and development in all parts of the 
country and that the estates of deceased persons 
may not be penalized unjustly, the Provinces should 
co-ordinate the principles they follow in determining 
their jurisdictions to levy succession duties so 
that no more than one succession duty is ever 
imposed on any part of an estate or any part of the 
assets thereof. 
8. Social and Wcolfare Services 

Recently adopted and projected sccial welfare 
services, not including public health and cducation, 
should be approached from a national point of view 


and be national] in scopo. The Dominion Government 
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should set up national standards capable of 

cquitable adjustment to the actual nocds and conditions 
of different parts of the Dominion. Special attention 
should be given to offecting all possible cconomies 

in unemployment rclisf costs consistent with adequate 
assistance to citizens gonuincly in need of relief. 


Venu waxction of Real, estate” 


COMMISSIONER DAFOE: I would like that recommendation 
a little further developed, if you do not mind. Is the 
Board definitely of the opinion that the Dominion should 

contribute by means of grants-in-aid to unemployment 

relief and to social services with the province doing the 
adminstering? That is, the Dominion makes a grant for 
unemployment relief, for old age pensions, as it does now, 
and for mothers’ allowances, but that the province 
continues to administer the fund. Is that the suggestion 
of the Board? 

MR.TOLCHARD: In unemployment relief? 

COMMISSIONER DAFOE: Yes, and social services? 

MR.TOLCHARD: Well, in unemployment relief we feel 
there should be a standard set up. Probably grants should 
be given varying in accordance with the local needs. 

COMMISSIONER DAFOE: By the Dominion to the province? 

MR.TOLCHAnND: Yes, as to the conditions under which 
they should be given and so on. 

COMMISSIONER DAFOE: The total grants by the Dominion? 

MR.TOLCHARD: No, we have not said that, sir. That 
would depend, I would think, to some extent, on your 
Other adjustments and the co»operation that would be 
extended by the provinces and the municipalities. I think 
somewhere in the brief we go into that. On page 53 we say: 

"Also if provincial or municipal financial 


responsibility exists respecting any service, it is 
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proper that it shou’.d bear its share of responsibility 
for higher costs due to conditions in it or 
receive the advantage of lower costs due to its 
local conditions" 
And in the beginning we point out that we do not presume 
to suggest where governmental financial and administrative 
responsibility for these services should rest, but we do 
think there is an advantage in having the standard act 
by the Dominion and administered through the provinces and 


municipalities. 


COMMISSIONER DAFOE: In many areas we have been told 
that the provincial government is unable to meet unemploy- 
ment relief and that the Dominion must assume the total 
financial responsibility. In that case woul@ it be the 
opinion of the board that the Dominion should administer 


it as well? 
MR.TOLCHARD: I think we answer that on page 52; 
"The Board believes that the Dominion should at 
least assure standards for all of Canada which 
could be equitably adjusted for differing parts of 
the Dominion, thus assuring maximum efficiency 


through administration removed from the influence 


of local politics to the end that public funds may 
be conserved and individuals assisted in the best 
possible manner. Administration and financing of 
unemployment relief within each province should 

be centralized in departments or commissions with 
localized administration, these departments or 
commissions being creations of the province or 
Dominion or joint creations of both according to 
the source of financial responsibility for their 
expenditures. The Administration and financing of 


relief of distress arising from causes other than 
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unemployment should be left entirely in the hands 

of municipalitics. This suggestion may involve re- 

allocation of revenues to enable municipalities to 

mect such responsibilities." 

THE CHAIRMAN: Thank you. 

MR.TOLCHARD: Continuing No.9, taxation ov real 
estate. 

"To encourage ownership of homes, to stimulate 
construction and allicd trades and omployment thercin, 
and to rovive rcoal estato values, therc is an urgont 
necd for reduction of the taxation on real estate- 
This can be accomplished by relieving municipalities 
of some of the costs of social and welfare scrvices 
which they have borne in recent years. The Ontario 
practice of relieving them from sharing in the cost Bf 
Old Age Pensions and Mothers' Allowances shouid 
become general and be extended to include other 
such services which were not contemplated as a 
municipal obligation when the present system of 
municipal assessment and taxation was set up. 

10. Municipal Share of Taxes on Mines 

The municipalitios in mining areas in Northern 
Ontario should be granted a fairer share in the taxes 
on the income of mining companies, commensurate with 
their obligation to provide municipal services to 
populations which increase with the development of 
mining cnterprises. 

The Boaré of Trade of the City of Toronto 
has endeavoured to place before the Royal Commission 
its views on the forogoing topics in the belicf that 
tho wide and accumulated oxperience of its members 
has enabled it to make constructive suggestions of 
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It has sought to present such vicWs only as it 
believes the wholc business community will support 
and which, if implemented, will cnure to the advantage 
of all citi4cons and all sections of the Dominion of 
Oanada as well as to the advantage of business. 

Should it be that the Royal Commission fecls 
this Board can be of any further help to it, a 
request for any assistance @esired will be cstceomed 


an honour with which it will be a privilege to comply." 


THE CHAIRMAN: The brief will be exhibit No. 268. 


EXHIBIT NO. 268 - Brief of the Toronto Board 
of Trade. 


THE CHAIRMAN: Have you any questions, Mr. St. Laurent? 

MR.ST. LAURENT: There are just two or throc points, 
Mr.Chairman. On page 19 thero is a distinction drawn 
between the expenditures for services gencral and then 
the expenditure for contractual services: 30% for 
galarices, 30% debt charges, and 40% supplics, equipment, 
and contractual services. 

DR. BRITTAIN: There may be a freight contract ora 
contract for expross. 

MR. ST.LAURENT: Subsidies to steamship lines for 
carrying mail and things of that character. 

DR. BRITTAIN: Yes. You may buy goods, that is 
supplies; you may buy services, they are usually by 
contract. 

MR.ST.LAURENT;: Thon, on page 23 there is a discussion 
of the introduction intoO public accounting of the 
principles generally recognized for good accounting in 
business. Is there not quite a controversy just no in 
the United States ovor the advisability of doing that, 
and is not the suggestion made that if it were possible 


for governing bodies, governments, to rosort to the 
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principles usually adopted in business, that it would be 
much easier ee ee to disguise the real deficits that 

are being inoufred by charging only a proportion of 

the capital olittlay as being the proportion attributable 

to the current year? 

MR.TOLCHARD: I would ask Mr.Gordon to answer that. 

MR.GORDON: I think,sir, it would depond on the 
principles of accounting that were adopted. 

MR. ST.BRAURENT: Did you read in yesterday’s 
Now York Times Mr.Ballantyne's letter replying to 
someone who had advocated that suggcstion? 

MR.GORDON: No, I did not. 

MR.ST.LAURENT: The pros and cons:are discussed, 
and having read Mr. Ballantyne's letter one was not 
convinced that there would be any substantial improve- 
ment in economy in adopting the prinadple that has becn 
suggested. 

DR. BRITTAIN: I .don't wish to interject. myselt 
into the discussion, but there is one point I think we 
should bear in mind, that no business, that is no 
reputable business, carries over unpaid bills to the 
next year. 

MR. ST.LAURENT: Oh no. 

DR. BRITTAIN: And that is one principle that 
governments might very well adopt. Idonot think that 
governments ought to adopt the bad practices of private 
business, they should only adopt the good practices. 

MR, ST.LAURENT: Not if the cash takes the form of 
deferred charges? 

DR. BRITTAIN: And government should not acccpt 
the loadership of private business which is suspcoct 


but only private business which is righteous and efficient. 
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MR. ST.LAURENT: The carrying over of unpaid bills 

would be taken care of by accounting that would be really 
on the basis of expenditure and revenue and not on the 
basis of cash roccipts. 

DR. BRITTAIN: A rcal accounting. But for cxample, 
when, as I say, bills become duc, they are an expenditure 
of that year. If you pay on a throc-year term for 
insuranco on your buildings, only one-third ought to 
be charged to that ycar. When you get a windfall which is 
applicable to several years you should not apply it to 
that year, you should distribute it over the years to whicn 
it applies. It scoms to me if they would adopt principles 
like that it would improve both private and public 
business. 

MR.ST.LAURENT: Now, on page 36 there is quite a 
broad statement and I was just wondering how far it was 
intended to go because wo heard in some of the 
provinces suggestions of modification of policies that 
they considered would bo an advantage to their situation. 
In the last paragraph of page 36; 

"The immense natural resources of those provinces 

guarantee an cffoctivo increase of wealth to then 
if, through adjustment of taxation and other 
policies, they create confidence in the capacity 
of business to operate successfully within their 
borders." 

Has the Board of Trade any vicws to express upon 

the monetary policy or substantial changes in the monetary 
policy that were advocatod in somo of the other provinecs 
or substantial changes in the tariff policy that were there 
advocatcd? 

MR.TOLCHARD: No, I don't think wo have, sir, particulerly 

on tariff mattors. With such 2 diversified mombcrship 


as wo have it is absolutoly impossible to cxpress any 
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vicws on the tariff. 
MR. ST.LAURENT: The opinions among the members 


are almost as diversificd as among citizcns of different 


parts of the country? 

MR.TOLCHARD: Yes. 

MR. ST.LAURENT: It was pointed out that it some 
times happened that dumping duties were collocted on 
goods after they had probably boon sold and could no 
longer be added to the prico. Is not that some thing 
that is true not only with respect to dumping duties 
but have not from time to time tho members of your 
Organization found that they had to pay freight ratos 
on an increased scale? 

MR.TOLCHARD: Increased tariff too. 

MR. ST. LAURENT: Inercased tariff of freight rates 
even after the goods to which tho freight applied had 
becn disposed of. So that this is a comparable cvil 
to one that exists even outside of governments. 

Now, with respoct to tho sharing by municipalities 
of a greater proportion of the income fron mining 
companies I note on page 55 reference is made only to 
the straight income tax rate of 15% or 17%, as to 
whether it is a singlo roturn or a consonidatcd return, 
and it is also pointed out that for tho three fiscal 
periods new mikncs arc exempt from the federal income 
tax. That is a spocial advantago they enjoy for that 
period. Is there any reason why these communities 
which grow up around a mine should have any more 
considcration with respect to the federal income tax 
than communities which grow up around a pulp and paper 
Hit, tor instance? Is not the situation very much 
the same with respect to the federal tax, and if there 
is a grievance there, does it not arise from the fact 


that the mining lands are perhaps assessed only as 
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agricultural land, whilst they may have a much groater 
value and may draw a greater population than agricultural 
lands would draw? 

MR. TOLCHARD: I am not informed at the moment of 
the asscssment of pulp and paper land or the division 
of taxes, if any, fro” those sources. We have only 
had this complaint from the mining towns whore the 
assessment is definitcly limitod, - and the assessment 
is made by a governmont officer, not by a munici pal 
officcr, - and whcre tho division is limited to the 
extent that 1 have stated. We have not looked into the 
question to sce whcother the same conditions applied in 
the ~ulp and paper towns. 

MR.ST.LAURENT: No, but that matter of assessment 
would be purcly provincial and municipal, and the 
manner in which the fcderal incomo tax is taken from 
the company is quitc another question, having no 
bearing upon it. 

MR.TOLCHARD: I don't know that I have that 
1nfGrmation ,sir. 

MR.ST.LAURENT: Woll, it would appear from this 
that the only fedcral tax your board is calling attention 
to is the ordinary income-tax at the rate of 15 or 17% 
as to whether it is a consolidated or single return, 
and that is the ordinary-rate applicable to all trading 
companics « 

MR.TOLCHARD: We are referring to the profits of 
mining companics arc subjoct also to taxation under the 
Ontario Mining Companies to 3% of amnual profits. 

MR.ST.LAURENT: Yes, that is apart from the federal 
act, though. 

MR.TOLCHARD: Ycs. 

MR.ST. LAURENT: There might have to be some adjust- 


ment as betwecon the provineial government and municipality 
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but with respect to the federal proportion Cf income tax 
that is takon from all trading companies indiscriminately 
of the kind of business they are engaged in. 

MR.TOLCHARD: I cannot answer that at the moment. 

MR.MARSHAI, i: Is it not the thought that towns 
which spring up around mines that work out must pay as 
they go? 

MR. ST.LAURENT: Yes, and they spring uw around pulp 
and paper mills in ‘ust tho same way: 

MR.MARSHALL: Yes, but they must pay their way as 
they go. Thoy have no pemanency around them as a 
small town in an agricultural centre. 

THE CHAIRMAN: Colonel Marghall and Mr.Tolchard, 
we thank you for this interesting and important 
brief and it will receive our serious consideration. 

COLONEL MARSHALL: Thank you very much for the 
consideration. 

THE CHAIRMAN: It is now practically four-thirty:; 
we will not start ‘he Manufacturers Brief until tomorrow 
moming at ten-thirty. 


--- The Commission adjourned at 4:30 P.M. to be resumed 
at 10:30 A.M. Tuesday, April 26th, 1938. 
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ROYAL COMMISSION ON DOMINION--PROVINCIAL REL/ TIONS 


TORONTO, ONTARIO, APRIL 26, 1938 


The Royal Commission appointed to re-examine the 
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distribution of legislative powers in the light of the 
economic and social developments of the last seventy years, 
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Parliament Buildings, 
Toronto, Ontario, 
April 26th., 1938. 


MORNING SESSION 


THE CHAIRMAN: The first brief this morning is that 
of the Canadian Manufacturers Association. 
W.D. BLACK, First Vice President, Canadian Manufactur-~ 
ers Association, was called, 
MR. BLACK: Mr. Chairman and Commissioners: 
" The Canadian Manufacturers' Association had 
the privilege of presenting submissions to you in 
Ottawa last January. These submissions dealt with 
joint control and regulation of public borrowing, 
the taxation of manufacturing in Canada, old age 
pensions, unemployment insurance, sales tax, excise 
taxes and the extent of the dependence of government- 
al revenues and national income on manufacturing in 
Canada, 
Toward the close of our submissions, you, 
Mr, Chairman, asked the following question: 

"Have you any suggestions which we could consider 
as to any method whereby debt and taxation could 
be reduced?? 

In reply, it was stated that the representatives 
of the Association present had no instructions to go 
beyond the briefs which had been submitted but that 
your question would be referred to the Executive 
Council, and, that, if the Council approved, further 
submissions could be made at the Toronto sitting of 
the Commission. 

We have done this and now beg to place before 
you additional submissions which have been approved 
by our Executive Council. 

Before doing so, we ask the privilege of making 
a short statement in regard to the January sitting. 
A few newspapers, in reporting the above question 


addressed by the Chairman to us, and relevent 
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proceedings, conveyed the impression to the public 
that our submissions did not contain any suggestions 
in regard to reducing debts and taxation. We do not 
think that anything said by any member of the 
Commission or by counsel should have been interpreted 
in that way. 

Our principal recommendations submitted to 
the Commission in Ottawa in January were: “ 

With your permission, I will not read these specific 
recommendations. 

“It is respectfully submitted that these 
recommendations, if given effect, would result 
ultimately in large reductions in debt and taxation, 

In our January submissions we restricted ee 
selves largely to our own department, manufacturing. 

In endeavouring to comply with the Oommission's 
reguest we are going further afield. 

Our additional submissions today, putting 
forward suggestions as to methods whereby debt and 
taxation could be reduced, are two in number, 

‘he first deals with the railway problem in 
Canada as related to taxation. The second deals with 
the stabilizing effects of the regulation and control 
of public works. 

In endeavouring to comply with your request 
for additional suggestions, we had contemplated 
saying something about Dominion, provincial and 
municipal debts and taxes, but we learned that a 
submission on this subject was to be presented to 
you by the Citizems' Fesearch Institute of Canada. 
ve had an opportunity to study this and are in 
general agreement with it, and consequently, are 


not presenting a brief on the same subject. 
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“e hope sincerely that these additional recommend- 
ations will be of assistance to the Commission." 

the next brief is on the railway problem in Canada 
as related to taxation, Mr. Chairman, submission No. 7: 

M /ny attempt to explore the question of public 
income and taxation must naturally take its depart- 
ure from the public accounts. For present purposes, 
however, it is convenient and necessary only to con- 
Sider the balance as between revenue and expenditure, 
and furthermore to consider that balance only for the 
most recent available financial year. It is common 
knowledge that for a number of years the final balance 
has been on the debtor side with a consequent steady 
increase in taxation. The condition of recurring 
deficit and expanding taxation, operating with the 
rapid cumulative effect of a vicious circle, is 
ominous under any conditions and can only be 
considered as posibively dangerous in a country whose 
existing debt has already reached dimensions which 
confound the average comprehension. 

Keferring to the official statement of Dominion 
revenues and expenditures for the financial year 
ending March 31, 1937, we find that there was an 
excess of total expenses over total receipts of 
approximately “78,000,000. Ordinary revenues, however, 
were in excess of ordinary expenditure by some 
$58,000,000 even when Public Tebt charges had been 
provided for. ‘he excess expenditure, therefore, 
occurs under the extraordinary headings, of which 
Special Expenditure (attributable to relief measures) 
and Covernment Owned Enterprises are by far the most 
important in extent. The other extraordinary charges 
are either relatively negligible in volume or result 


from normal accounting practice in the form of writ- 
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downs of assets. 

Pelief costs which for the year under review 
happen to equal the total deficit of © 78,000,000 are 
an inconstant and, in the long view, an unpredictable 
quantity. ‘hey arise from circumstances which we 
hope, and can only presume, will be temporary and 
decreasing. ‘hey must be regarded as emergency measures 
which we, in common with all other countries, have 
been compelled to institute to meet unemployment 
resulting from an abnormally severecontractjon of 
international trade. This immense outlay, deriving 
chiefly as it toes from extra-Canadian causes must 
await the solution or appeasement of international 
problems before it can be materially reduced. At 
least it would seem fair to say, for present purposes, 
that it does not admit of any immediate or important 
reduction. 

The total outlay under the head 'Government Owned 
Enterprise! amounts to ‘44,000,000 in round figures, 
over “43,000,000 of which is in respect to Canadian 
National Failways. ‘his $43,000,000 is a payment 
from the Consolidated tund of Canada to meet a ‘cash 
deficitt of the National Railway system for the year 
in question. This ‘cash deficit’ reprewents only 
the interest on that portion of the National Railways 
sndebtedness which is held directly by the public. 

It does not take into account any part of the railway's 
huge indebtedness to the “overnment either in respect 
to the original costs of the constituent lines or to 
cash advances subsequently made by the Government. 

THE PROBLIM 

Any single debit item such as this & 43,000,000 
cash deficit consuming approximately 10 per cent of 


the national revenue naturally arrests attention. 
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iny single debit item such as this $43,000,000 cash 
deficit consuming approximately 10 per cent’ of the 
national revenue naturally arrests attention, When 
we consider further that this is a direct current loss 
which may recur indefinitely without retarding in any 
way the automatic accretion of debt incurred on rail- 
way account by the Dominion Government, we must 
proceed from attention to concern. “hen we realize 
that the Jational Railway debt in account with the 
Dominion Government in creased by ‘974,754,287 (or app- 
roximately 140 per cent) and the funded debt due to 
the Public by °“374,000,000 (or about 40 per cent) in 
the 17 years from 1919 to 1936, we might reasonably 
feel alarmed for the future. ‘The increase in total 
long term debt during these seventeen years and the 
total of deficit contributions made by the Dominion 
Government to the National Pailways but not included 
in the debt are set forth in Appendix 'A'. Without 
entering into a detailed discussion of these figures, 
it may suffice to suggest that any “ational Enterprise 
with a debt structure which will apparently double it- 
self in a business generation while yet requiring 
contributions amounting to one year's ‘ational income 
in every ten to keep it in operation, demands the 
anxious and tolerant interest of every Canadian. ‘he 
cash deficits of the Canadian National Railway System 
are under present conditions, paid from the current 
income of the country which in turn derives from tax- 
ation, and these paymr its are the largest single 
constant charge upon the public purse. Hence, the 
question is one of vital concern not only to those 
who are, by circumstance, large contributors to that 
purse but equally to those who are, of necessity or 


otherwise, its beneficiaries. 
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If we consider the .ational Failway problem 
from the standpoint of resulting taxation, we stand 
immediately on the grounds of Dominion-°rovincial 
relations, for in all matters of taxation the 
Provinces are both severally and jointly interested, 
But perhaps the most pertinent fact which brings the 
railway question within the scope of this Commission 
is that it is only by virtue of our railways that 
our provinces have been able to confederate and 
operate as a Dominion. Furthermore, while ovr rail- 
ways have always been the subject of great public 
interest, that interest has been largely confined 
to their spectacular extent and nature and more 
latterly to their purely political significance, The 
popular conception of our railways and the problem 
which they now present, is all too seldom based upon 
a knowledge of their historical background and 
economic origins. There are few subjects of national 
interest concerning which there exists so much partly 
informed or uninformed opinion. If for no other 
reason, therefore, than to further public education 
in the matter, it is respectfully suggested that 
this Commission should take the railway problem under 
advisement in formulating its final conclusions and 
recommendations. 

Brief Historical Review 

A brief review of railway development in 
Canada is necessary before proceeding to consider 
existing conditions. ‘he first transcontinental 
railway in this country was commenced as @ national 
project and as a condition of British Columbia's 
entry into Confederation. In 1880, after work had 
proceeded slowly and unsatisfactorily for six years, 


the Government deeded the completed and building 
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portions of the line, and granted a cash subsidy 
together with a land grant to a private syndicate 
Since known as the Canadian Pacific Railway. The 
concessions were based upon the fact that transcon- 
tinental communication and transport were national 
necessities. They were regarded as part of the price 
of Confederation. ‘This Company completed the main 
transcontinental line in 1885, and subsequently ac- 
guired or constructed a number of branch lines which 
together constitute the 17,000 miles of Canadian 
Pacific system as it exists today. 

Of the various railways which were eventually 
combined to form the Canadian National system, the 
earliest was the Grand Trunk, This company at 
first declined to enter western Canada except from 
the south through U.«.4., a suggestion which was 
directly opposed to the whole intent of Canadian 
railway policy of the day, which policy was dictated 
by the urgent necessity for trans-Canadian communic- 
ation to secure and maintein the political unity of 
the physically vast end diversified Dominion. Later, 
however, the desirability of profiting from the 
development of the West became evident to the 
private operators of the Grand Trunk. ‘They finally 
agreed to undertake jointly with the Government 
the construction of a second great all-Canadian 
transcontinental railroad. It was arranged that the 
Grand Trunk woul@ construct the road from Winnipeg 
west to Prince Rupert known as the Grand Trunk 
Pacific while the Government would build the eastern 
portion, the National Transcontinental from Winnipeg 
east to the Maritimes. This eastern portion was to 


be leased to the Grand Trunk Pacific which would 
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then operate the entire transcontinental system. 

Even before the railwey was completed in 1914, it 
became apparent that the scheme was a failure, The 
Grand Trunk Pacific, far from proving an asset to 

its parent, the Grand 1runk, actually aggravated the 
financial difficulties of that Company to the point 
where government aid or bankruptcy became the only 
alternatives. In these circumstances, it was but to 
be expected that the Grand Trunk Pacific should refuse 
to execute its original agreement to lease and 

operate the National Transoontinental built by the 
Government. ‘he latter line was then coordinated 
with the Intercolonial Railway, as the Canedian 
Government Railways. ‘The Grand Trunk Pacific finally 
passed into the receivership of the Minister of 
Railways in 1919, thus sounding the death knell of 

the original Grand ‘'runk Compeuy, which for all 
practical purposes became a Government property in the 
same year, though not formelly unified with the 
Government Railroads until 1923. 

The Intercolonial Railway, which was combined 
with the National Transcontinental as the Canadian 
Government Railways upon failure of the Grand 
Trunk Pacific to execute its operating agreement, 
was originally undertaken by the Dominion Government 
as an obligation attending Confederation, providing 
transportation between the Maritimes and the 
interior by way of Montreal. Strategic and political, 
rather than economic, considerations dicteted its 
routing and policy. It represents some 2,200 of 
the approximate 22,000 miles of railroad operated by 
the Canadian National in Canada. 


The third great component of the present 
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Canadian National Pailways was the Canadian Northern. 
The Canadian Northern Railway Company originated in 
the amalgametion of several short lines in Manitoba, 
which had been constructed or leased by the Withas 
partnership, Mackenzie and Mann. These lines were 
then expanded through the Prairie Provinces and 
extended eastward to the head of the Great Lakes 
waterway at Port Arthur. But the energetic and 
ambitious partners were not to be satisfied with 
anything less than a transcontinental system, and to 
further this enterprise they secured the financial 
support of both Federal and Provincial Governments. 
“After some delays, the Canadian Northern established 
a transcontinental service in 1915, The system was, 
however, So incomplete and so ineffi¢ient as a system 
that. it failed-to earn its fixed interest charges 

and reguired constant Government assistance. In 191” 
the Drayton-Acworth Commission recommended that 

this assistance should be withheld while the 

Company remained in private hands. Finally, the 
Dominion Government came into possession of the 
Canadian Northern upon purchase of the common stock 
at an arbitrated cost. The Canadian Northern system 
was then consolidated with the existing Canadian 
Government Railways under the name, Canadian National 
Railways. 

Upon formal amalgamation of the Grand Trunk 
System and the then existing Canadian National 
Railways in 1923, the Canadian Nationel Railway 
system as we know it today came into existence. 

Misconception of the National Railweys 
This is a most generalized and sweeping outline 


of a matter which has been the subject of many 
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detailed and documented volumes, and of exhaustive 
enquiry by a number of Parliamentary Committees and 
Royal Commissions. The chief object in including it 
here is to support the contention thet our National 
Railways are not, contrary to a widely held miscon- 
ception, an inviolable, indigenous birthright of the 
people, originating in and based upon democra'tic 
principles of public ownership. Assuredly, they 
now belong to the people, who have paid dearly for 
them, to the tune of some $3,000,000,000. But there 
is nothing in the historical background of the 
National Railweys which apart from purely political 
considerations, would entitle them to be regarded as 
the talisman of economic freedom in Canada. There 
is nothing in this chronicle of failure and the 
assumption of obligation by the people which endows 
our railways with the status of a great national 
trust estate, or justifies necessarily, the popular 
term ‘a great national asset.’ 

The realistic fact is that the Canadian 
National Railways are the reorganized economic debris 
of an era of private ambition, public profligacy, 
reckless competition and general miscalculation in 
which few if any were without sin. They have become 
public property, with some slight exception, not by 
design or intent but because Federal Governments of the 
times were infected with the prevailing over-optimism 
and, politically ealive.to the cry .of 'Monopolyt', 
pledged the credit of the country in support of 
railway expansion. We have acquired National 
Railways in Canada because, having committed the 
country financially, there was no other way out within 
the frame work of accepted financial procedure; any 


other course would have imperilled our credit in the 


ovitms sdiep, a ean 
‘Bete Bost His Re Jeoms i 
Ts Binkou coset at. toutdo ‘olay ot 
te mobos Mo. ti std sg ohimednos one 


ae 


ba tes ef Yieb 


-“noveta 


Beto Ode eter 8 ydtoudins “fant rasa Or 
; j Dias ben i 


te 
~ 1g 


+ ty 
SiR 


od to faitotadeosd (cofyotmin: s 


ee pi g rm 4 2h € Ag ata batik ‘eds a tert 3s) Siw 8 es ‘Ponodait 


oy) Pyle: " | 5 fi 
np RE eh ee eS sy Ti pitt) ae Paes 
} ae ‘ Y “ pert al! 

ae es bDOhenBat et Ov aot wie a. biaow ceaottapepiaaoo’ Mii (, vag 
ie ured? yabaasG tk pobest't) Shemone. Te, same thot edt 
ae ' SAY Hee steseet- to wlotnagie ala. a2 gained eb iy 
oy iz i a 
ult ‘eohhe iehtw efthog. cat vd politenitdea) 76 Hokiguones: an 
" f Si tom Ceots BAD ar ia aS aw ‘ayoulter hes NG Le 


aK ; . fi - sy a eh h NG 


‘sos sia tte ittensecet. | oe Th Weak Tei saree seat 


‘ 


re ¢ f ‘ Bis $ a, 
ie a an a See i py 2h oy Sete ae a 
< . 7 | ara es FSO eS . Ft Ph Re oR 5 ' ‘e : 


eA 1 : (pibecsh ome eodd ol rgun. Aree LOet, ed? | 

is, aitdee® ops bos hagas. sie ote aes colts rt Lanodtait 

e scott ides: etertr to. g79)di8) LO s 
- ‘ 


3 
4 
3 
3 
Je. 
3 


f Aes Mowe Ce: BeToios Brey cottitaqnde geettoet- 

uae ‘ as a ; 

OD.  gpeoned awed. wed? inka voodsder oxen was 22) Wek aati) 
s | 


. : : ae 


2s) Utd tea) .sotttectp gape tle eos: At ow, ouogotg saahinde 


owes to otooterreved Epshet octsead oud: taetah coe sgiagt 
is, ? ees POs FBC ae one SiS Ee ee nage jn liye 


iyLogos cond! ‘hip re Gis Od oVils. etten guises ; if Bene a, 
nies it Vario o wl ep ators ost “be abot 


Ba 
ma 


pes | r 2h % os a ie 7) shorhag rn , Mi; aa 
oits bota-eamon’ pitts eit: LQ ae: saan at ws 
q Me " ae im D 


a reals eae a eee soitake 


6764. 


money markets of the world.‘ 


COMMISSIONER DAFOE: Mr. Black, do you not think that 


is rather an over-statement, that the people of Canada are 


not aware of how the Canadian National Railweys came into 


existence? In keeping with your statement in the paragraph 


beginning,"The realistic fact --- ", the Duff Commission 


’ 


made a formal report as to how the Canadian National Railways 


came into existence. If you do not mind, I would like to 


read it into the record, because I think it is important. 


“Government ownership of railways, on the 
large scale as national policy, was not contemplated 
or planned by any Government, and was not submitted 
for adoption to the people of Canada. But, when in 
1917, the Government refused to permit the 
Canadian Pacific Railway Company to negotiate for 
the majority shares of the Canadian Northern, there 
was practically no escape from Government ownership 
of all the railways now comprised within the 
Canadian National Railways system. The consequent 
completimn and operation of the hitherto privately 
owned and operated lines with the publicly owned 
railways followed as a matter of course, Thus, by 
a combination of contractual obligations and 
parliamentary measures, the country was projected 
into the railway business on a large scale,“ 


The clear inference from that is that the government 


was driven into organiziNg what subsequently became known 


as the Canadian National Railways system, in order to 


prevent = private monopoly in Canada. 


MR. BLACK: Yes, that was one of the bases on which 


they proceeded. I have, of course, directed this to the 


man in the street in general, and not to those fully 


informed, who have read and studied the Duff Report. My 
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statement here refers to the public in general. 
COMMISSIONER DAFOE: I think public knowledge is more 
general than the statement in the brief would suggest, 
However, that is a matter of opinion, of course. 
MR. BLACK: I will continue with the brief: 

"Nothing of this invalidates in the slightest 
degree the general statement thet our Netionel 
Railways perform a great service for the country. 
The intent of this argument is rather to displey 
the folly of approaching our railway problem with 
a misconception of the Canadian Netional Railways 
as symbolizing public ownership or open competition 
or any other political or economic principle. From 
a business viewpoint, they must be regarded as a 
public properts, mostly acquired of necessity, which 
is not self-supporting and which requires an 
annual subsidy averaging 10 per cent of our National 
revenues. Regarded in this light, the Canedian 
railway situation appears not only as e& very real 
and pressing problem ‘per se’ but as a problem in 
terms of immediate taxation. If a mejority of the 
people are, as Mr. Chairman’ believed them to be, in 
favour of reducing taxetion they must logically be 
in favour of reducing the annual cost to the 
Treasury of the Canadian National Railway system, 
provided of course that such reduced cost did not 
involve the loss of any ewsential service. What 
suggestions have been meade, in the past, to this 
end? 

Past suggestion 

The origins and history of nationally owned 
railways in Cenade fall more or less readily into 
three periods. First, the period of construction 


and expansion ending approximately in 1916 with 
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completion of the Canadian Northern System. Second, 
the period of transition from private to public 
ownership enduring from the acquisition of the 
Canadian Northern in 1917 until the inclusion of 
the Grand Trunk and the appointment of Sir Henry 
Thornton in 1922-3, Third, what might for 
convenience be called the period of stabilization 
extending from 1923 until the present time. There 
is fairly common agreement today that during the first 
period we knew not what we did. The second period 
was one of emergency, it might almost be said of 
confusion, arising in considerable degree from the 
fact that the country was then devoting its thoughts 
and resources to the prosecution of war. It is only 
during the last period of some fifteen yeers that 
the situation has crystallized into sufficiently 
coherent form to permit a reasonably accurate 
appreciation of the problem by the public at large. 
It might indeed be held thet this opportunity has 
only existed for the past eight years, since the 
years from 1923 to 1930 comprise an era of optimistic 
extravagance and renewed but ill-fated hope. Previous 
to 1923 we had, of course, been warned by men closely 
associated with railroading of the dangers attending 
our railway policy as it wam then proceeding. Never- 
theless, in proposing to review suggestions which 
have already been made regarding railway economics, 
it is logical to confine the examination to those 
years since. 1923 during which the guestion has 
awsumed more definite shape in the public mind. 

Since 1923 the Canadian National Railways have 
been the subject of official inquiry on two occasions. 
In 1925, a special Committee of the Canadian Senate 


gave long and detailed consideration to the question. 
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Though neither the operating nor the financial 
aspects of the enterprise were ct th=t time as 
forbidding «s they heve become since, they reccmmended 
that the Canadian Nationel and Canadian Pacific 
Railway Systems should be administered and opereted 
as one unit while maintaining the seperate proprictary 
rights of the two organizations. In principle, this 
Suggestion was not new. As early cs 1917, Lord 
Shaughnessy, then President of the C.P.R., had 
proposed that the Canadian Pecific should operate for 
the Government the major portion of the lines which 
now constitute the Canadian National. In 1921 Lord 
Shaughnessy made the alternative proposal that 
the Government acquire the railwey properties of the 
Canadian Pacific, guaranteeing a fired return to the 
shareholders, and combine them with the Government 
owned lines. He suggested that the Canadian Pacific 
organization be empowered to operate the joint lines on 
behaif of the country. From these separate conclusions 
arrived at independently and in the light of 
dissimilar conditions, emerges at least a common 
factor, unity of operation as opposed to costly 
competition, while still preserving the property 
rights of the two Companies. 

in 1991, 4 Royel Commission, g<enereliy referred 
to as the Duff Commission, was appointed to examine 
and advise the Government upon the whole question of 
transportation in Canada. Regarding railways, this 
Commission concluded upon an ominous and werning 
note, 

The Commissioners were of the opinion that 
unless the country was prepared to accept their 
recommendations ‘or some other ecually effective 


measures,’ it must ebandon hope of any relief from 
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railway deficits and reconcile itself to the 

prospect of still further repressive taxation. The 
essence of their recommendations wes that the two 
systems should be preserved as separate entities; 
that the National Railwsys should be safeguarded 
from political pressure and thet both railways should 
be placed under the statutory obligetion of cooperat- 
ing to the end that duplication and waste be 
eliminated. A progremme of economy for the 

National Railwcys -- based on a strong criticism 

of previcus extravagance -- was also recommended 

but there is nce doubt that the Commissioners 

intended and anticipated that the cooperative policy 
which they proposed would produce the substantial 
improvement so urgently desired. The Canadian 
Nationel-Canadian Pacific Act, largely implementing 
the recommendetion of the Commission wes passed into 
lew in 1933. The Railweys have since been cooper- 
ating under the provisions of that Act. It should 

be mentioned thet in estimating, at the request of 
the Duff Commission, the economies which they would 
enticipete from cooperstion, the two railwey 
menagements arrived at very different figures. The 
officers of the Canadian National Reilways believed 
thet the progremme would produce totel savings of 
$30,000,000 annually. The Canadian Pecific officials, 
with express and telegraph services included, 
estimated economies of approximetely ¢11,000,000. 


What benefits have actually resulted?" 


(Page 6771 follows) 
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It is on record that in tho first Cightccn months 
of co-oporation the joint savings were at the rato of 
$1,250,000 por annum. Tho following cxecrpts from tho 
1936 Annual Reports of the two Companios further 
incdicato the inadequate sealo of co-operative ccononios. 

Canadian National Railways, - page 6 

"During the yoar co-opcrativo cconomics were 

effceted by the abandonmont of 27 miles of Canadian 

Pacific linc betwecn Oyr Junction and Zdmundston . 

and ll miles of Canadian National linc betwcen 

Farnham and Ibcrville. In cach case tho abandonod 

line was parallcl to anothor line which is now 

jointly uscd. Tho estimated joint cconomy from 
these measurcs is $42,000 por annun. 

"Your Directors sineo thoir appointicnt have 
been and arc giving carncst consideration to tho 
subjcet of further co-operative measurcs with the 
Canadian Pacific Railway." 

Canadian Pacific Railway - page i8. 

"Tho total annual cconomy from arrangencnts in 
effoct at the ond of the year is approximatdly 
$1,135,000 and the Joint Executive Comnittce has 
approved and authorized the completion of fomal 
agrecments covering other projects estimated to 
yicld savings of approximately $527,000, a total 
annual saving of approximatcly $1,662,000, one half 
of which will aceruc to cach Company." 

Those figures admit of only two possible deductions. 
First, that indopendcnt co-operation doos result in 
a reduction of cost of railway service to the country. 
Second, that the amount of reduction is utterly 
inacsjuato to the end in view. In short, that the 
principle underlying co-operation would appear to 


be sound while the practical results are negligiblo. 
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in viow of this, it is not only antvercsting., but 
indccd obligatory to spcculate upon what the 
Commissioncrs meant by tho phrase ‘or sone othor 
cqualLly cffoctive measurcs.* 

It would be both futile and unfair to imputc to 
the Duff Commission interprotations for which thero 
are no grounds in their report. But it would bo both 
fair and pertinent to say that this phmse in conjunc- 
tion with other aspects of their report, such as a 
very incomplete discussion of proposals for cffcoctive 
analgamation of the two railways, indicates that tho 
findings of the Commission were naturally affected 
by the prevailing political temper. This temper was 
based not on doubts as to the economic offectivenoss 
of consolidated operation, but on an instinctive and, 
as some contended, an unreasoned fear of monopoly 
arising from lack of direct competition. It was 
paradoxical that whilo unquestionably influencocd by 
this attitude, the Commission should recommend co- 
operation the vory antithesis of competition. This 
involves no reflection upon the moral integrity of 
the Comission. They were charged with the task of 
making rcocamicndations which could be put into 
practice by the Govemment. In the interests of 
cffectivencss they appear to have found it noccssary 
to compromise between the practical requirements 
and the political possibilities of the casc. 

However, the failure of their recommacndations to 
produce the results desired and oxpectod brings 
definitely into qucstion the findings of the Commission 
insofar as.they wore intended and calculated to effoct 
operating cconomics. We now find oursclves in necd 


not only of ‘equally offective measures,' but of 
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much more offeetive mcasurcs. What other moasures 
worse suggested to thé Commission or have sinec been 
put forth? 

The proposals submitted to the Duff Commission 
can, for all practical purposes, be summarized under 
two general heads. First, those which advocated the 
maintenance of the ‘status quo,’ that is the operation 
of the two railway systems as separatc and at least 
passively competitive organizations. Second, those 
which suggested that the two systems should be 
amalgamated or unified into one organization under 
one managenents, These two schools of thought 
apparently continue to embrace the buik of articulate 
public and official opinion tocay. Both admit ecrtain 
qualifications to their thceorics. Thus those who 
oppose unification will generally admit that 
severe curbs upon campotition, particularily in the 
matter of capital expenditure, are neccessary: Those 
who support unified administration and nanagonent 
will usually concede the advisability if not the 
desirability of preserving the public rights of 
ownership in the National Railways. But while 
these modifications tend toward a common ground they 
do not sufficicntlky resolve the opposing vicwpoints, 
to provide a working compromise. The possibilitics 
of compromise have becn well-nigh exhausted. The 
railway issue in Canada has evolved to the point 
where opinion, if it is not to be complictely 
jneffoctual, must teko a definite, perhaps a final 
stand. It is vital, therefore, that the question 
should be carefully and Gispassionately considered 
by all who take a conscious and intolligent interest 


in the welfare of this country, 
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As might naturally be anticipated, tho opposing 
Opinions upon the ratlway probi.cn have becn 
repeatedly and fully expressed by officials of the 
organizations in qucstion. This has boon done through 
the media of submissions to Commissions and 
Parliamontary Committees, public addresses, an@ 
publications of various types. The cvidenee which the 
chief cxecutives of the two Companics gavo before 
the Duff Comiission in 1932 ensodies not only tho 
personal or official viess of these exccutives but 
also those of the two main bodies of opinion into 
which public thought appears to be divided. It hag 
been contended on both sicées that the vicws and 
Suggestions of tho railway exccutives have beon 
prompted by scif-intercst in both a corporate and 
peraynal sonse. It is inherent in human nature 
that our conecptions should be conditioned by our 
environment and circumstances. Ifthe solution of 
our railway difficulty is to await seme proccss of 
pure discmbodist. reasoning, we had best reconcile 
ourselves to the prospect of recurring deficits and 
mountainous debt compounding at interest. Hence to 
dismiss the proposals of cither of the chiefly 
interested groups on tho grounds of self-interest 
or partiality is not only unfair but fundamentally 
mistaken. We would be better advised to congratulate 
oursclives upon the fact that the officers and staff 
of our National Railways take such intcrest and pride 
in their , and our, organization that they aro at 
pains to present it to pwolic view in the most 
favorable possible light. On the other hand, we 
should fecl reassured that tho Canadian Pacific 
Railway, has brought its Gifficultics and objectives 


into the light of the public forum and has actively 
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Supported the vicw that the problem is primarily 

one of Canadian intercst and only sccondarily one 

of Canadian Pacific administration Aifficulty. It 

can bo further argued in support of tolcrant ana 
impartial consideration that thore is, in tho final 
analysis, a complete community of interest, fora 
sound and prospcrous Dominion, without sound and 
prosperous railways, or cvon a sound and prosperous 
Canadian Pacific Railway is not only ineconvcivable 
but is cconomically impossible. It behooves us, 
therefore, to examine the case for and against 
unification of the railways, unhampered by unfounded 
pre-conccptions as to what our National Railways are, 
and unprojudiced by any arbitrary assumptions as to 
the motives of the protagonists. We arc sccking 
neither a slogan for public ownership nor a prop for 
private interest. Wo aro searching for relicf from 
taxation arising from operation of our National Railways. 

The Gasc For a Passive Railway Policy. 

In evidence before the Royal Commission in 11932, 
independent operation of the railways was supported 
by arguments to the effect that unification would 
scriously impair the administrative and executive 
capacitics of the personnel of both systems, which 
capacitics it was argued were engendered and 
sustained by competition between the two systens. 

It was submitted that this would be reflected in 
both the quality and cost of railway service to theo 
country. 

The opinion was also advaneod that the people of 
Canada having made grcat sacrifices to obtain 
competitive railway service, would object to the 
renoval of the competitive elonent. It was maintained 


that the benefits anticipated from amalgamation, insofar 
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as they wore admissiblo at all, could bo obtaincd 
from co-operation of the two systoms as soparato 
organizations. after cnumerating in gcnoral tcms 
the possible avenucs for co-operation, the passive 
vicwpoint was summarized to tho cffect that thore 
was no othor possible course than’ to maintain 

the status quo as cconomically as possible and 

to hope for the best. 

Other vicws, ossontially quelifications or 
enlargements of the forcgoing opinions, were 
presented to the Commission. Those stresscd the 
dangers of non-competitive railway scrvicc, amount- 
ing to a monopoly, cxpressced doubt that unified 
operation wou.d yicld the results cstimated by. 
supporters of that policy and strongly advocated 
tho competitive rather than the profit motive 
as an incentive to officiont operation. 

Since 1932 these arguments have bcen repcatcd 
Or expandcd in public on numorous oceasions. The 
financial organization of the National Railways 
has been analyzod with the avowed intontion of 
eroating an appreciation of those railways as a 
profit oarning proporty of still greater 
potential valuc. It is claimed that the prevalent 
coneeption of the Canadian National Railways as a 
deeply indebted producer of still further 
liabilities is unfortunate and mistaken. 

This theory is supportcd by the suggcstion that 
much of thc railway debt was inherited from the 
original privatc owners and should be discounted 
in making contcomporary ostimates of the situation. 
Also that much of the indebtedness in tho form of 
Government loans wes rorlly replacoment of 


impaired capital which should not accrue at 
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intercst, but should rank and participate only 

as capital, sinco it was uscd for oxtcnsions 

and improvements. Whilo conecding the scriousness 
of the dcficits which must bo net from the 

annual Federal income, it is neintained that a 
revival of business to the levol of 1927 would 
abolish such deficits. 

The argument that railway unification would 
ereate a dangerously powerful monopoly has bem 
advanced, in Parliament and in the Press, against 
its adoption. This is supported by reforcenees to 
monopolistic abuscs in the carlicr history of 
privately owncd railroads in Canada. 

One of the most important and powerful 
objections to consolidated operation is that it 
would result in a considerable gontraction in 
railway emplcvyment, aggravating the alrcady 
paramount problem of unemployment. This objection 
carries great weight particularly under present 
conditions and must be considered as second only 
in importance to the main issue of the extant 
of the economic benefits which would result from 
unification. 

Othcr doubts coneerning minor aspects have 
been expressed fran time to time but in the main 
the arguments outlined constitute the case against 
unified management of the railways. Of these 
minor fears, porhaps the most prevalent is that 
the unified organization would be of such scope 
and dimensions that it would prove difficult to 
administer and operate efficicntly. 

Critique of a Passive Policy 
It is not casy to deduce cvidence in support 


of the belief that lack of direct competition would 
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impair railway moralo and officicnsy.Pcrhaps 

THO Opinion dcorives from the fact that the 
competitive incentive was undoubtedly uscd to 
good offcect by tho Canadian National management 
to stimulate their personnel during the formative 
years of the System. But to conclude from this 
that ccssation of competition would necessarily 
be followed by a relapse in efficiency is quite 
fallacious. Upon the basis of such an assumption 
we would be forecc to the conclusion that all 
Such non-compotitive organizations as the Post 
Office and Public Utility Corpcrations in general 
are relatively inefficient. There are no just 
grounds for such a conciusion. 

It is common knowledge that a spirit of 
loyalty and of interested participation pervades 
tho Canadian National ov@anization. It would be 
foolish to deny the valuo C2 desirability of such 
a spirit. But it is reasonable to contend that any 
impairment of this spirit following a suporficial 
loss of corporate identity, would be amply 
compensated by a scnse of identity with a success- 
ful enterprise rather than with one which, at 
least in the popular conception,is an embarrassing 
failure. This admitécdly involves the assumption 
that unification would be successfuk, but the 
argument is valid since only upan the presumption 
of success can unification be at all an issue. 

Even admitting the important energising qualitics 
of loyalty and the sorporate ‘family sconsc,"* some 
consideration must be given to the motive of 
economic self-intercst. Hconomic betterment for 
the individual is implicit in economic improvement 


for the railways. The contention that railway 
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amalgamation would impair morale by ronmoving 
competition, must noccssarily be conditional 

to a great degree upon the cconomic success or 
failure of analganaticn. A reasonablo assurance 

of success for unification wuld largoly invalidate, 
if it did not cntiroly dissipate, this reason for 
maintaining the railway ‘status quo'. 

These deductions admit the presence of competition 
as a factor in the existing railway situation. They 
are readily beside the point, for the fact is that 
conpetition to the degree that it would sustain 
the administrative or opcorating efficicney of 
the systoms, simply docs not oxist. This has becn 
repeatedly cuphasized by railway men and othors 
in @ position to know tho facts. In faco of a 
policy of co-operation and controlled rates 
competition can only remain as an clement of vory 
minor significance, and then more likely to havo 
contradictory and disruptive rathor than onergiging 
end constructive effccts. Compotition’ botwesn 
the two major railway systoms at tho present time 
is nominal rather than actual and its removal 
could not conceivably have any scrious, or even 
moasurable, offcects. 

The objection that the public would refuse to 
countenance unified management of railways in view 
of the great sacrifices which Fave boon made to 
secure competitive service, arrives at the crux 
of the question, insofar as it is in the last 
analysis a matter of public opinion. But it does 
not follow that the objection is either fundamentally 
relevant or compelling. Actually te. very terns 


in which the exception is taken, indicates a mis- 
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apprchonsion of the real issuc. To speak of 
‘sacrifices’ is to imply that tho people of Canada, 
Willingly, adcviscodly, and with conscious intent 
involved thomsclves in great financial losscs to 
ensure railway competition. Ocrtainly, various 
Federal Governments pledged the public credit in 
support of railway cxpansion, partly in response to 
localized public outcry. But, this Fodcral support 
was Vital to the powerful private interests involved 
and such public demand as did exist was magnifice by 
every possible means. In any evont the original 
public subsidics and grants apart from those 
incidental to Confederation, wore not advanced in 
any sacrificial spirit, but rather in the hasty, 
buoyant, optimistic, but as we have rcason now to 
know, the mistaken and ill-advised mood of the times. 
For example, the National Transcontincntal and 

Grand Trunk Pacific Systcms wero, projected and undcr- 
taken ostcnsibly for trado and devclopmont purposcs. 
They were basod on broad issues of public policy as 
it was enthusiastically but mistakenly conccived to 
exist at the tims. Tho public funds devoted to the 
railways since they became a national property were 
but a necessary consequenco of our original nistake. 
It is just such inaccurate references as these which 
tend to complicate our economic railway problom by 
endowing our National Railways with an aura of sanctity 
and sacrificial awe, which by any conccivable standard 
of business judgmont or common sense,does not attach 
to thom. Inasmuch as it boars upon the question, 

this argument could be reasonably couched in the 
terms that tho public having porforee paic so much 
for its railway property and continuing to pay to 


kecp it in operation, is naturally reluctant to altor 
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the ‘status quo’ until such timc as it ean be 

assured that it will Acrive financial relief, without 
loss of essential scivice, from tho change. Hero again, 
we have a major objection only sustainable upon the 
proemisc that unification would not be effcetive in 
producing commonsurate ccononios. 

In viow of the figures prewd aus ly qQuotoc, concern- 
ing the financial benefits of the policy of 
incopendent co-operation, the suggestion that co-~ 
operation would be as effective as unification in 
realizing economics must be questioned. It should, 
in fact, bo cntiroly discountod. Whatever tho fruits 
of unification might prove to be, cooperation has 
completely failed to produce any proportionate rosults, 
confirming the predictions of those who in 1932, 
contconded that it was impractical and would fail to 
measure up as a solution of the problem thom boing 
explored by the Duff Commission. 

The position that the only course open is to 
stand fast and await general improvement is only 
tenable upon the proviso that no other course of 
action offers a possible solution, or amelioration. 
So long as any such potential course does present 
itself, a purely passive attitude cannot continue 
to be acceptable. There are indications on cvery hand 
that public opinion has roached or is rapidly 
approaching this conclusion. A survey indicates that 
an overwhclning proportion of thc leading newspapers 
and journals of the country arc supporting some forn 
of unification. 

It is not proposed here to enter into a discussion 
conccrning the rclative merits of the coupetitive 
and profit motives as exciters of economic or 


industrial efficicncy. There arc latter-day ccononic 
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philosophics which hold tho profit notive in ill- 
roputc, but homever that may be there aro a 
multitude of efficicnt private ontcrprisos 
Which attest to its compelling power. 

The motives which prompt the prcesontation af our 


National Railways in the most favourable possible 


light, aro neither obscurenr difficult ta 
appreciate. They consist, no doubt, of a conposita 
of conviction, loyalty to the principle of public 
ownership and a ‘natural desire to associate that 
principle with success. But however laudable 

the purpose, it would be fundamentally mistaken 

to permit it to distract us’ from a business-like 
evaluation of arguments which are conecived in 
support of a passive, and inordinately expensive, 
railway policy. There is a definite division of 
Opinion as to the accuracy of the appraisal which 
finds the Canadian National Railways to be an 
essontially profitable onterprise. There may be 
those sufficicn tly Sanguine to perceive grounds 
tor hope; though ihardiy forvconvictions, that the 
National Railways will cventually carn sufficient 
to abolish the prosent "cash deficits", perhaps 
even to provide, in the same sense, an appreciablo 
Teash surplus’. But apart from the fact that 

these are very problematical matters, they are 
quite beside the point in question. This for the 
very cogent reason that neither the questionable 
prescnt nor problematical future profits of the 
National Railways would be lost to the people by 
any plan or policy of unity which provided for 
retention and protection of the National proprictory 


intcrest. 
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That unification of tho railways would clininate 
directly conpotitive railway s@rvicc, is solf- 
cvidont, but that it would rcosuit in abusc of this 
monopoly docs not neccessarily follow. We are becoming 
increasingly accustorncd to nonopoly in matters of 
public servico, for the Simplo rcasOn that we find 
it to be the only mannor in which to operate those 
Scrviccs without waste and confusion. Practically 
all our municipal transportation systcns aro cither 
private or ke tionopolics. Powor and lighting, 
wator, gas and telephone sorviees have ell proved to 
bo best provided by monopolistic nethods whcther 
public or private. But moro to the point ,in Canada 
at the prescnt time the Dominion Governnent controls 
the incorporation and issue of capital obligations 
of railway corpanics. It has committed to tho Borda 
of Railway Cormmissionors very completo and final 
powors of supervision and authority over the railways, 
not only in such gcnoral mattcrs as tho loeation 
and abandonnont of railway linos, but cven in such 
dctailed mattcrs as tho standards of sorvice, 
equipment, opcration and accounting. The Board of 
Railway Commissioners has conmplote authority to control 
railway rates whore any possibility might exist of 
their being sct in a fashion which might be 
Oppressive, unduly discriminatory or otherwise unfair. 
These powers can be extcnded at will and it must be 
clear that monopolistic abuso would only be possible 
with Parliamentary indifforence or acquiescence. 

It is a prime rosponsibility of Parliament to protect 
the people from the abuse of power in any form. 

To politically condcmn any cconomic moasure on the 
grounds that it would admit monopolistic abusos, can 


only bo considered 2n cvasion of Parliamentary 
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responsibility, so long as Parliancnt possesses or 
can dclogite the necessrry prohibitive powors. 
Assuroedly, thorco have bocn abuses of oconoriie 
power in the past, but undor the gord of necossity 
wo have acquircd an adnittodly ineomplote but 
working tochniquo of control, as mnyone at all 
conversant with presont day businoss conditions ean 
attost. Such an inmporative and all-onbracing public 
utility as the railways of Canada , abusively operatod 
to the dotrimcont of millions and tho unrceasonablo 
benefit of a fow, is an inconcoivable contingoney 
today. Ho would be bold, indecd, who would cnvision 
and attcupt such a schcne and wo can bo norally 
ecrtain thet ho would be rapidly disillusioned. 
It is wcll to rcecall whon considcring the allogod 
dangers of monopoly thnt our railwniy troubles ean 
be attributed in 2 great dcgree to this same fear, 
sometimes gscnuine and spontancous but more often 
aroused by agitation. Whatever the source of tho forr 
1018.8 Sitple nmattor of rocollection for many of usa, 
and of record for all, that the Dominion and Provincial 
assistance which mace possible our vast duplicate 
and triplicate railway systems, was often excused 
and gondoned upon tho plea of monopoly-breaking. 
The whole railway history of Canada is an earnest 
of tho fact that we have moro to fear fra the foar 
of monopoly than from monopoly itself. We have solid 
ground for treating the political danger-cry . of 
Tmonopoly' with the utmost caution and cireumspection. 
It will be more convenient to analyse the question 
of reduced cmployment which might result from railway 
unification whon discussing the possibilities of such 
a scheme. But it might be said now that any railway 


policy involving abendonnent of the status quo with 
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its presumably consequent readjustment in 
ciploymcnt as in other matters, could be best 
undertaken when tho level of railway cmploynent is 
relatively low as it is at the present tine. 

As to the belicf that an operating fusion of 
tho two railweys would produce an organization 
Cifficult to control end operate, this is a puroly 
arbitrary assumption. For all practical purposes, 
the question is impondorablo and incalculable, 
but so.far as it permits of analogy, the cvidongce 
is rather to the contrary. Thero have beosn namy 
instances of the co-ordination of largo scale ee 
izations with mutual benefit. The reorganization 
of tho dhglish railroads and the analganation of 
the Cunard-White Star Steamehip Sonpaniss arc 
cases in point. 

It is readily apparent, and porhaps to be 
expected, that the ease for maintaining our present 
railway policy rests not so much upon the merits 
of existing conditions ag upon the presumptive 
dcomerits of the only altcrnative which offers, 
that is unificd operation. Most of thc argunents 
against a more active railway policy are contingcnt 
upon the failure and would be nullificd by tho 
succcss of such a policy in effecting operating 
Savings without loss of cssontial service. It 
remains to consider any proposals which have bcon 
advanced and which could be regarded as an active 
policy. 

The Case for Railway Unification. 

It is self-apparent that if a passive railway 
policy is to be abandoned, the only possible 
course of action which remains open to us is to 


analgamate or co-ordinato in some manner the two 
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conpetitive systons into which our railways havo now 
resolved thomsclvcos. A very hositakt ane half-hearted 
Step in the general direction of enalganati on has 
already becon taken in the forn of co-oporation. Like 
most tinid moasures, it has proved to bo impotent 
in effect, if right in trond. Thore ronains 2t loast 
the suggestion that if a co-operative poLicy were 
pushec to its logical conclusion in sone fom of non 
competitive union, proportionately largor savings in 
operating cost would rosult. 

It will be recalled that in 1917 and 1921, Lord 
Shaughnessy, first as Prosidont and thon es Chairnen 
of the Board of tho Canadian Pacific Railway 
proposec that the two railway systoms should bo 
analganated for opcrating purposcs. Both suggestions 
envisioned the retention of public ownership of the 
Canadian National, but with private operating nanage— 
mont of the joint systom. In general,those would 
appear to be the only broad lines on which a form of 
amalgamation could be consurmated. It is unlikely that 
the public would desire or sanction the acquisition 
of the Canadian Pecific by tho Govornment, cvon if 
Such a transaction were economically feasiblo. The 
national commitmont in railways is already greatly 
eut of proportion to tho current income of the 
Dominion. Nor is it likely that the Canadian Pacific 
Railway cvon if it desired to acquire the National 
System, could do so upon terms which would give 
recognition to tho vast sums of public money which 
have been absorbed by that System. It should bo recalled 
also that both the Drayton-Acworth Commission of 1917 
and tho Senate Comittce of 1925 considered Governmental 
operation of railroads in any direct form to be un- 


dosirable. It would, therefore, appoar that any fom 
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of railway fusion to be practical and acceptable, 
nust provide for the prescrvation of the existing 
property rights and for the avoidaneo of direct 
Governniental aaninistration or operation. 

A number of plans or suggestions for unification 
of the two major railway systems have been placed 
before the public in rocent years. While there 
has been sore divergenco of Opinion on certain 
technical aspects of the problem, there is 
sufficient agreement on the chief natters of public 
interest to permit the case for unification to be 
considered as a general thesis; to the exclusion of 
any individual or personal solutions. In the 
interests of an vbjcetive analysts ;nit is" preapased 
for the moment, to disregard the question of the 
detailed corporate form and financial structure 
which any joint operating organization might assume. 
These, like deturmination of redundant mileage and 
other physical considerations, are matters of 
technical fact rather than of general policy or 
principle. They must in the last resort be 
referred to specialized experts for sobution, and 
as natters of public interest they are secondary in 
importanee to such points as the estimated cconomic 
bencfits, the monopolistic possibilities and the 
unemployment potentialitics of unified railway 
operation. In short, it is the economic, utilitarian 
and socia] phases of unification which are the chicf 
matters of public concern. The purely mechanistic 
problems of incorporation, financial re-adjustment 
or operating practico can well await public judgment 
upon the more fundamental issues involved. 


Practically ali-current proposals for nuBivicda 
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railway -oporation contomplate an analganation, 

for administrative and operating purposes only, of 
the two railway properties. As propertics, they 
would continue to be vested in their present 
respective owners. In at least one important 
instance it has been proposed that the joint systom 
Should be privately operated by a public and 
paramount railway authority, endowed by Parlianent 
with all the necessary regulatory powers. Various 
suggestions for joint public and private management 
of the combined system have also been made. In all 
cases, the private interests involved are, at 

least by logical inference, those of the Canadian 
Pacific Railway Company. 

There has been some recognition of the fact 
that unified control might require modification 
with respect to properties other than those of a 
purely railway charactor. But, in any event, the 
Canadian Pacifie Railway has expressed readiness to 
include steamship, telegraph and express sorvices, 
hotels, ete., in the combination provided a 
mutually agrecable basis could be arrived at. 

Conserning divison of net earnings of the joint 
system, there is some distinction as to method 
with little difference as to result in the 
Suggestions available. It has beon variously propesed 
that the division should be on a basis of flat 
equality or that it should be in proportion to the 
assots and earning power which each organization 
contributed to the joint enterprise. Since bo th 
the major railway companies are of the same 
approximate order of magnitute by statistical 


standards and since there is little public distinetion 
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betwocn the standards of scrviceo provided by each, 
any disparity betwcon thcse two procedures must 
necossarily bo unimportant. It is cortainly very 
improbable that it would suffice to oxclude 


& ready basis of agreement. 


eocagce 


6790 


"In broad tcrms, the advantages claimed for the 
policy of unification are that it would permit 
the elimination of waste in the form of unnecessar— 
ily duplicate scrvices in all the remifiedtions 
of railwey organization; that it would admit 
the common use of the more cconomic and effective 
alternative where such duplication existed; that 
if permanent it would remove the barricr of oppos- 
ing interests where the abandonment or impairment 
of certain company properties or assets wes found 
to be to the best eventual interests of the cor:mon 
enterprise or the public at large; that it would 
effectively abolish much expenditure which is 
purely competitive in nature; thet it would enable 
the public, the government,and the Canadian 
Pacific, to "make common cause" against the mis-— 
calculation and extravagances of the past; and 
finally that it would permit of all these advan— 
tages without any loss of essential public service. 

More specifically, there has been produced 
by the Canadian Pacific organization an adequately 
detailed analysis and estimate of the savings 
which would result from unified railroad operation, 
in its various phases. It is neither convenient 
nor necessary to repeat these here in their entir- 
ety. They are recorded in the proceedings of the 
Duff Commission and are available in the exhibits 
submitted to that Commission. Among other sources, 
they may also be found togsther with a critical 
appreciation, in Professor L. T. Fournier's 
valueble volume, "Railway Nationalization in 
Canada," published by the Macmillan Company of 
Canade. But they may, for present purposes, be 


briefly recapitulated. 
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"To provide a besis in reality, this estimate 
is predicated upon the 1930 level of Operations. 
It contemplates as desireble retrenchments made 
possible only by unification, the reduction of 
supervisory organizations from 75 to 523; the 
abandonment of approximately 5,000 miles of track; 
a reduction in passenger train mileage "without 
detriment to the public sorvice" of about 16 per 


cent of the 1930 aggregate; a reorganization of 
freight service resulting in approximately 10 
per cent less freight train mileage and a consider- 


able reduction in the extent of terminal operation; 
concentration of repair and maintenance work on 
rolling stock in the most efficient shops of the 
joint system. These measures and changes, trans 
lated into terms of railway operating expenditure, 
indicate according to the estimate a possible 
saving in joint operating cost of about $64,000,000 
contributed to by all the departments into which 
railway operation is subdivided. To this total 
are added savings of a non-operating nature such 
as those resulting from salvage values considered 
as a reduction in capital investment. Thus loco- 
motives and other equipment from abandoned lines 
wouleé become available for the joint system and 
would reduce the necessity for new capital inuvest- 
ment over a period of years. These and certain 
miscellaneous items bring the estimated total net 
savings derivable from unified operation up to 
approximately $75,000,000. As tentatively pro- 
posed, at least one half of this saving would 
accrue to the public as owners of the Canadian 
National. Since there are, furthermore, certain 
obvious but incalculable minor benefits, such as 


consolidated purchasing power, inherent in uni- 
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"fication, it may be rcasonable to refer to the 
estimated savings of the plan to the public as 
of the order of $40,000,000 per annum, 

Concerning the important aspecs of cmployment, 
the proposals for unifica opcration contcmplate 
_that from 70 to 75 per cent of the existing staffs 
combined would be required as an absolute minimum 
to operate the joint systcm as an accomplished fact, 
involving the possible ovcntual relcasc of some 
25 to 30 per cent of all railway cemployces involved, 
These arc the extreme figures considored admissible, 
the actual reduction having bccn cstimated at 17 
per cent. In any cvont as the accepted average 
rate of attrition or turnover in railway labour 
is in the neighbourhood of 5 to 6 per cent per 
annum and as five ycars at lcast would be required 
tO reach « stable “de facto" state of unification, 
it is contcndcd that uncmploymcnt would not present 
a difficulty on any large scale. It is, however, 
anticipated that a degree of disruption generally 
and some individual instances of hardship might 
impend. These, it is held, can be dealt with by 
the exercise of fair end sensible considoaration 
which would be regarded as an obligation of the 
management. The possible necessity of devoting 
somc of thc first procccds of singlc management 
to compcnsatory purposcs is also rccognizcd and 
admitted, 

Thosé who may sense 4 lack of detail in this 
very pried but essentially accurate condcnsation 
of thc case for unified railway management are 
respectfully refcrrcd to thc sources previously 


mentioned, as wcll as to reprints of many public 
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"addrosscs on the subjoct. It is fundamental that 
no sound appreciation of such an important and 
comprehensive schome can be arrived at without a 
more particular study than is possible or con- 
venient in ea bricf of this naturc. The same, of 
course may be said not only of theo proposals for 
unification, but of the whole railway question, 
insofar as it is a matter of public record. 
CRITIQUE OF A UNIFIED RAILWAY POLICY 
Considered in the broad historical sense, 
unified railway opcration patently eppcars as the 
next, if not the ultimate, step in a quite per- 
ceptible cvolutionary proccss, Over 90 per cent 
of all Canadian railroads. originating in a multi-~ 
tude of individual enterprises, are now com- 
prised within the two major systems, In the great 
majority of instances, the motives which prompted 
the process of consolidation were in principle 
Similar to those which, at least in the opinions 
of many, now urge a further unification, There 
are those who fail to perceive, or deny the sig- 
nificance of continuing trends in the economic 
affairs of mankind. However thct may be, the 
railway history of Canada, so far as it admits 
of & generalized interpretation or epitomizetion, 
certainly supports the conception of railwey 
unification as an inevitable consequence which 
may be dcferrcd but cannot ultimately be denicd. 
It is clearly impossible for the layman to 
assess the accuracy of the computations which 
produce and presumably support the conclusion 
that cconomies and hence tagation rclicf to the 


approximate cxtent of »40,000,000 would accrue to 
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"tho public from railway unification. There can 
be no doubt that tho .atizvs resuurces: of she 
Canadian Paciviie Railway Company. both as to per= 
sonnel and records would bo available in making 
the calculation. It is inconccivable that these 
Tesources would not be utilized to the fullest 
possible cxtent in any essay of such significance 
not only to the public; but to tho Company 


itself, If the reekoning is to be ehocked or ov— 


aluated in any way, the task might most fittingly 
and effectively be undertaken by the only other 
organization possessing the noccssary comparable 
equipment, the aiadian National Railweys. At 
the request of ths Duff Commission, the officers 
of the Canadian National did produce thoir esti- 
matc of the cconomics which would derive froma 
plan for unification such as that submitted to 

the Commission, They arrived at a morc or less 
conditional total of approximately $55,000,000, 

At first sight it might appear that the divergence 
of $20,000,000 between the calculations of the 
C.P.R and the C.N.R. is unduly great and indicates 
a difficulty in making assessments of such com- 
plex and large-scale activitios. But even admitt-— 
ing the difficultics of dstcrmining a common basis 
for cstimating. and the many variabic and intang- 
ible factors which must cntcr into a computation 
of such cxtent, the fact remains that the independ— 
ent survey of the Canadian National (which must 

be regarded as of cqué.. consequence to any other), 
confirms thc offcctivoness of unification as 4 
source of large potcntial cconomics. This has 


been pointcdly cmphasizcd by posing tne question 
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"'Is an annual saving or cconomy of $55,000,000 
unworthy of the considcretion of thc Cansdien 
PUDLIC?T™ Tt is truc that.al). of this saving would 
not go dircetly to tho public.in. theix capacity 
of railway owners, but since the rcasonabic pros— 
perity of the Canadian Pacifie is en admitted 
matter of national concern, the remainder of the 
economy would be en important, if indirect public 
benefit. Therc is also to be considerca the even- 
tuality that cfficient unified management would 
produce sufficicnt revenucs to permit eae reduction 
of rates, after profits have reached a fair and 
reasonable levcl. Such e rate of reduction would 
be a very direct and acecptable public benefit. 
For the suggestion thet the common cnterprise 
be privately controlled, with a final end pre- 
eminent authority rescrvcd to somc form of public 
railway authority rej; resenting tho national inter- 
ests, there exists, strong supporting cvidoncs: 
As previously mentioned both the Royal Commission 
of 1917 and the Senate Committee of 1925 vigorously 
deplored and recommended against any organization 
of Canadian reilways which permitted political 
or public pressure to beer. The difficulty in 
giving effect to these warnings was thrown into 
strong relicf in tho report of the Duff Commission 
of 1932. .In his eviderco the President of the 
National Railways coneedcd the practical impossi- 
bility of cxcluding politics from cny government 
activity coven in face of the best intcntions on 
the part of political leadcrs or the public as 4 


whole. He frankly refcrred to such & condition as 
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"'fundamental and universally admitted,’ end con- 
sidcercd it to bo an inseparable corollary of 
popular Government. The Commissioners thomsclves 
in referring to the Canadian National extrevaganeccs 
of the boom years reportcd that 7it is impossible 
to avoid the conclusion that the Board of Dir- 
ectors and the management of the National Railways 
were amenabic to political influence and pressure, 
which it would have been in the public interest 

ZO nave withstood,’ Thore is no Lack of cvidencs 
to prove both the grcat advisability and the acute 
difficulty of rcmoving a governmcnt owned cntcer- 
prise from the field of political influcnce upon 
its administration. In view of this, ths suggestion 
that the unified control of the railways should 

be in private hands, subject to the ultimate 
regulatory powers of a public but non-political 
authority. appears to be realistic and warranted. 
The fact remains howcver, that somce public rep- 
resentetion in the railway administration of a type 
tnat would be national rather than political or 
sectional in character would be dacsirable. the 
Canadian Menufacturors' Association, while per- 
suaedeé that the dangers of intcrfercnesc stressed 
by the various enquirics are very real, belicves 
that it would be possible to secure such represen— 
tation and « suggcstion in this connection will 

be submittcd in thc concluding part of this brief, 


It might be pointed out here thet a-plan of Unified 


control if succcssful woule frec the National Lincs 


from their immediate and annual financial dependence 


upon the govornment of the day. This would tena 
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" to make morc difficult the exortion of 
political pressure upon its financial or operating 
policy. 

Revicwing thc suggestions for unified railway 
management in thc most detachod and objective 
light possible, they appear to constitute a con. 
structive, progressive and reasoned. policy. While 
still essentially tentative and incomplete, they 


have been oxplored and extended as far as can 


reasonably be expected, pending public and govern- 
mental acceptance of the principle of consolica- 
tion as 4 probable means of achieving very con- 
siderable railway economies. Insofar as they 
comprehend the attitudes of the Canadian Pacific 
Railway Company, they indicate a willingness to 
cooperate in the public interest to the fullest 
extent and to accept a degrees of final public 
authority which would be irreconcilable with sel- 
fish, or in the worst sense, monopolistic motives. 
CONCLUSIONS 

It is not the intention of the Canadian 
Manufacturers' Association that this submission 
shoule be regarded as an independent or isolated 
discussion of Canadian railwey difficulties. The 
subject has been approached rather as & prominent 
and sclf-asscrting phase of the wider question of 
public cxpenditures anc taxation as & whole. The 
remarks of Mr. Chairman previously quoted in later 
reports of its procecdings, indicate the desire 
of this Commission to receive and consider suggest— 
ions bearing upon that general question. In this 
light, the railway problem is inescapable, and its 


introduction here follows as a natural and necessary 
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"gonsequcnce, It is th. resuit of « logical 
sequcnes or association of Ideas. and is no part 
of what a small scetion of the press has called a 
"campaign of propaganda now being renewed.® Our 
Association is not interosicda in any current 
public campaign which may or may not exist, but 
it is deeply interested in the Commission's con- 
cern regarding public debt and taxation. 

to state the case concisely, this Ass ociation 
submits that operation of ths Canadian National 
Railways under present conditions, involves a 


2 
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degree of taxation which demands the fullest and 
most vigorous cxploration of the possibilities 

FOF P6licks» Lb is of the opinion, that 2 pol ies o£ 
waiting and hoping for bettcr times cannot be 
justificd on any grounds of past history, existing 
circumstances or probabi= future developments. It 
suggests that a positive and progressive course 

of action is mandatory and that that course must 


necessarily be sat in the direction of an 


operating union of the two major and presently 
competitive systems. It believes the retention 
of public ownership of the National lines to be 
poth desirable and possible im sach a union and 
it considers that the fears of monopolistic or 
political abuse of power arising from su ich 4@ 
union are not substantiated in fact. 

It would be improper to infer from this state- 
mont that the Canadian Manufacturers’ Association 
desires to recommend the adopsion of any contem— 
porary or part sicular plan for railway unification, 
Our Association, while it cmbracus competent 
transportation opinion, aocs not sock consideration 
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"But it does claim to represent a phase of Canadian 
life which is closely associated and vitally con- 
cerned with thc railway problom, as with all other 
questions of cconomic policy related to taxation. 
Conscqucntly it would be a proper inference and 
it is definitely urged that this Association 
believes the general concept of unified railway 
operation(in other worés, combined management) 
to be based, both theoretically and factually, 
upon sound premises and that it constitutes, 
in principle, a policy likcly to be morc profit- 
able in evcry sense to the Canadian people than 
@ continuance of the 'status quo’. +t is sugges~ 
ted that unified operation of Canadian railways 
has never received the official recognition 
ana consideration which its importance, as the 
only apparcnt alternative to mounting debt and 
continuing taxation, quite cvidently demands, 
Since this bricf docs not constitute any 
plan for such amalgamation in itself and since 
it is not intended to sponsor any particular pro- 
posals which have been made, there may remain 4 
moral obligation to explain the grounds for 
Feservation. While it has been suggested that the 
proposal for private operation of the consolidated 
railvey system is sound and reasonable in view of 
the opinions of the several official bodies of 
enquiry previously quoted, the fact remains that 
a degree of public representation in the actual 
provision of railway service would be desirable, 
provided it could be obtained in a manner that would 
obviate any political pressure upon the adminis-— 


trative body. Yur Association believes that this 
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"ean be achieved by making use of the various 
National associations which are already in exis-~ 
tence and which constitute a very compete. 
representation of all the economic interests of 
the community. 

If we may assume, purely for purposes of 
suggestion, a Board of Directors for the joint 
system consisting of 16 members, these might 
equitably be appointed equally by the private 
and the public interests. The eight public 
Directors could, as a suggestion, be selected by 
the government from a panel of names submitted 
to them by nationally representative associations, 
each association providing two nominees as a 
means of enlar: ing the choice and reducing the 
possibilities of pursuing any original intent con- 
cerning an individual appointment. Again as 
a suggestion, the iational bodies or interests 
which would adcquately represent public participa- 
tion might conceivably be as follows: 

Organized Labour 
Canadian Council of Agriculture 
Canadian Chamber of Commerce, Inc. 
Canadian Bankers! Association 
Canadian Insurance Association 
Canadian Manufacturers' Association, Inc. 
Canadian Construction Association 
Engincering institute of Canada. 
Canadian Lumbermen's Association 
Canadian Institute of Mining 1nd Metallurgy 
Fi-heries 
Upon the presumed basis, these bodies or in- 


terests would submit twenty-two names from which 
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the government would appoint cight as Directors 
Teprese..ting the public's separate proprietorship 
and joint operating interests in the coordinated 
enterprise, 

There can be little doubt that thc primary 
and legitimate objective of most, if mot val L, 
of the Associations named is to preserve and foster 
the economic life of the national interests which 
they represent. This they would undoubtedly 
prefer to do by direct and expecitious repres- 
entative methods rather than through tho medium 
of political influence. In short, an immediate 
and direct representation would remove the necessity 
for and greatly reduce the probabilities of more 
subversive political methods. In any event, the 
indirect process of sclection suggested would 
introduce such considerable clsments of variabil- 
ity and disconnection as to render any successful 
scheme of mal-influcnee a very remote contingency. 

The importance and prestigc of represcntation 
on such a body as & Dominion-widc railway Director- 
ate would eutomatically cnsure the candidature of 
the “Bost brains availablc to cach essociation 
or intorcst. tt is not t= be ignored that the 
method suggestcd would cnlist the services of men 
of ability and cxpcrience not readily or always 
to be found in individual private or political 
organizations, 

It is submittcd that such public representation 
as is hero roughly suggcstcd would not only be 
dosireblco and beneficial in itself but would do 


much to appcasc a soction of public opinion diffi- 


cult to reconcils under any circumstances, to any 
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"conecivably effective rotronchment in cost of 
Canadian reilway transportation. 

This Association believes that the self- 
amortizing conception of the unemployment problem 
attaching to unified railway operation is essentially 
accurate and sustainable. That the average yearly 


labour turnover at the rate of 5 per cent would 


in the course of five years reduce the joint 
establishment to the estimated necessary minimum 
of 75 per cent of present employment, without 
major displacement, is self-evident. That ade- 
quate compensation would be necessary in some 
particular cases is probable and admitted. That 
some of the early gains of unified operation should 
be reinvested in sustaining employment is both 
feasible and desirable. But, on the grounds that 
the humanitarian aspect is not only of the utmost 
importance on its own merits but further, on 

the score that its satisfactory solution is an 
imperative condition of public acceptance, this 
Association would urge more definite and detailed 
cxamination and statement of the provisions for 
employment protection. For example, it is sug-~ 
gested that such protection should be in no wise 
conditional upon the success or otherwise of uni-= 
fication but should be a joint prior and uncom- 
promised charge upon the Canadian Government and 
the Canadian Pacific Railway Company. The 
Canadian Manufacturers' Association is of the 
opinion that the potential benefits of unified 
railway operation are of such a degree that un- 
conditional and ample, not to say generous, 


provision for possible displacement or readjustment 
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"in employmentis well warranted. A complete 
assurance, such as would only be possible with 
full Governmental as well as private acceptance 
of responsibility, is both essential and desir- 
able. 

Whether it may be a matter of fact or not, 
it would be logical to Gxpect that opposition to 
unified railway operation on the grounds of con- 
sequent unemployment should be most prevalent 
among and articulate in the present personnel and 
staff of the Canadian National Railways. Nee Sy 
of course, turns upon the fact thet most, if not 
all, proposals for unification havc envisioned 
private operation. Such fears as may exist in 
this respect, merit every consideration and it 
should consequently be an cssential element of 
unification that any unavoidable disruption or 
displacement of officials or staff inherent in 
the scheme should be dealt with in a strict and 
rigid spirit of equality as betwcen the two 
component systems. 

For almost a century the railway industry 
in Canadas has been subject to some form or degree 
of public rezulation and control. These powcrs of 
regulation have embraced the construction of new 
and abandomnent of old lines, the standards of 
equipment, operation and service and even the 
methods of accounting, Authority has been es- 
pecially exercised with rogard to rates and lo- 
cation, for the wide and diverse nature of 
the Dominion has required the cqualizing and ration- 
alizing of charges and fecilitics in order that 


no particular area or areas should be unduly 
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“handicapped by remotencss or inaccessibility. 
Since 1904 this public éeuthority has been in the 
hands of a Board of Railway Commissioncr, con- 
Sisting of six members, aided by a number of 
technical advisors. The consideretions which 
have demanded regulatory control would still 
prevail in the cvent of unification. They would, 


in fact, be grcetly cnhanced by the creation of 


an actual, if benign, monopoly and by the desir 
ability of ensuring full recognition of the public 
rights in the joint system. It must be remembcred 
that under unification, these public rights would 
be of a dual nature since they would involve not 
only those incidental to a grcat public utility, 
but also those inherent in part-ownership. It 
is apparent therefore that the responsibilitics 
of any supreme railway authority, contingent to 
unification, would both cmbrace and transccne 
those of the existing Board. It is logical to 
infer that its powers and authority should be 
proportionately increased. This access of 
authority would endow the office with such 
importance that the necessity for men of the utmost 
integrity of character and highest quality of 
mind becomes inecrcasingly evident. The standards 
of selection should, in fact, be so scrupulous 
and exacting as to necossarily limit membership 
to the practical minimum, namely three. This would 
admit a sufficient diversity of administrative 
expericnes and skill, while ensuring 4 majority 
opinion at any time. Amended powers and membcer— 
ship suggest that the present Board of Con- 


missioners would reguirc to be reconstituted, if 
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"not entircly suporscdoa. 

It would be difficult to over-smphasizo the 
imperative necessity for discretion and judgment 
in the appointment of a supcrior reilwey authority 
such as that suggested. That thcy should be 
above the very suspicion of doubt as to ability 
and persnpnal and political integrity is urged 
not only by the dictates of common scnss but by 
the repeated and insistent demands of every of- 
ficial body which has ever passed judgment upon 
the Canadian railway problem. The paramount 
consideretion in the sclcection of this body shouw:.d 
be, to secure the strictcst possible coxclusion 
of the political or sectional influcnecs which 
were largcly instrumental in crcating our railway 
problem in the first instance and have since 
continuously aggravated it. 

It is impossible to more than outline the 
powers and responsibilitics which would attach 
to such a reconstituted Board of Reilway Commission- 
ers. Gencerelly spcaking their functions should 
be of a constant, all-pervading and scomijudicial 
nature in railway matters. More savcifically 
they would retain all the cxisting powers of the 
present Board respecting routing, standards of 
equipment, construction and service, tho location 
of new lincs, ete. They should have complete 
control over all forms of railway rates and in ad- 
dition, all the physical processcs of unification 
involving altcration of the assets of the compon— 
ent companics, such as abandomne: & or extension 


of treck or terminal facilitics,should require 
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"their approval bcforc execution. In the unlikely 
cvent of dcadlock in the Directorato of the joint 
railway system the reconstitutcd Boera should hav e 
arbitrary powcrs of decision. 

Furthermore, in order that tho originating 
powers of the joint Board of Directors in mattocrs 
of operation should be controlled in tho last 
resort by the new Board of Commissioncrs, any 
minority of three or more Dircetors should havo the 
right of appcal to the Commissioncrs, Such an 
appeal should constitute an injunction against 
execution of the dcbated decision, pcnding 
the overriding decision of the supremo Board. This 
moasure would serve to prevent the hasty enforcing 
of decisions during any tomporary disparity bctween 
the private and public representation on the Board 
of Directors, The requirement that tho minority 
be three or more would evade the danger of ob- 
structive tactics on the part of any individual 
Director. Finally, any reorganization of executive 
officers, consequent to unification, should require 
the approval of the new Board, 

It is cvidcnt that the posscssion of such 
considerable powers would not only require that 
the Board of Commissioners be composcd of mcn of 
the highest administrative and moral calibre, 
but would also domand thet their tcnure of office 
should bo lengthy and assured. “t would require 


also that their powers of decision should be as 
final as constitutionel procedure will permit. 
It is suzgested thet the Board should in the first 


instance be appointed by the Cabinct, for « term 


of not less than scven years, vacancies as they 
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"occur to be filled, also by the Cabinet, from 
& panel of names submittcd by the romaining 
Commissioncrs. The eppointccs should be re- 
movable only for cause on address of tho Senate 
and House of Sommons. Therc should exist tho right 
of appeal to the Supreme Zour% of Canada from 
decisions of the Board of Railway Commissioncrs 
upon questions of law. 

The duties of a small but transcendently 
important Board of Railway Commissioners would 
make rigorous demands upon the physical as well 
as mental powers of its members. A reasonable 
age limit should therefore be imposed, providing 
a safeguard not only for the public interest but 
for the well-being of the members themselves. 

The actual age of retirement could be best detver—- 
mined after the duties of the Board have been 
dofined. 

The opinion has been repeatedly voiced in the 
pest and continucs to be heard, that any form of 
railway unification is "politically impossi ble" 
in Canada. The inference of course is that public 
opinion is so widely and so determing:dly opposed 
to any such suggestion that no government or 
party which implemented or sought to implement 
it could resort to the polls without certainty 
of defeat. While it remains true that public 
opinion is the constant and abiding foundation 


of democratic government, it must be remembered 


that that opinion is, in itself, inconstant 


and progressive, particularly so regarding the 


complex and oftcn obsuure cconomic problems of 


modern times. The recent political history of most 
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"democratic countrics bears this out. Political 
power is now morc often lost than won by a 
passive acceptance of timc-honourcd shibbolcths 
and comfortable platitudes. Not only the spirit, 
but the necessities of the times call for a firm 
and courageous attack upon the perplexities and 
inconsistencies which derive from the swift and 
intensive development of material life in latter 
years. Such is the urge for social and economic 
readjustment and rationalization that "stand ing 
pat" becomes the peta iat political sin. “in 
Canada, we have, we believe, a background of 
historical tradition an@ racial character which 
preserves us from the excesses that can undoubt- 
edly flow from this urge or impulse. But we can- 
not detach ourselves from the main stream of 
human events and there are many indications that 
any Canadian Government or political party which 
omits or refuses to face up to our major national 
difficulties in an aggressive, if reasonable, 
manner will not long enjoy the favour of the 
Canadian people. That the railway problem is 
such a major difficulty needs no reiteration. 
Indications of a public sense of irritation and 
dissatisfaction with the present state of railway 
affairs appear with increasing frequency. There 
is a growing demand that this perennial Franken- 
stein of the Canadian sesne, the railway problem, 
should be finally and vigorously assaulted and 
laid low. Those who may be interested in the 
political aspect might be well advised to consider 
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" demand has beoome "politically impossible.” 

In the event that the Commission might 
antisipate a more detailed and specific approach 
to the railway problem than has been essayed in 
this brief, our Association respectfully submits 
that the requirements of the case are not; in 
the present instance, for claborate and concrete 
plans, of which there are a number already in 
existence. It is suggested that nothing would be 
gained by adding yet another to these itemized 
proposals, since any reorganization of our rail- 
ways must in any event proceed from a complete 
review and re-analysie or the entire situation. 
Hence for this Association to advance a particular- 
ized railway noua involving the consideration 
of precise financial and railroad technicalities 
would be both foolish and redundant. But, as the 
main principles and alternatives of the issues are 
clearly defined and can be appreciated by all and, 
since the final and essential essence of the 
problem (i.c., to preserve the status quo or to 
unify the railways) is ultimatcly a matter of 
public opinion, a representative viewpoint such 
as this brief constitutes may reasonably be re- 
garded as a constructive and adequate contributim 
to the subject. Therefore our Association be- 
lieves that its objectives may be properly and 
sufficiently expressed in the following submission:--— 
‘TO THE END THaT PUBLIC EXPENSE aND CONSEQUENT 
TAXATION BE REDUCED, THE CANADIAN MANUFACTURERS * 
ASSOGIATION SUGGESTS TO THE COMMISSION THE aD- 
VISABILITY OF RECOMMENDING THAT THE DOMINION 
GOVERNMENT GIVE IMMEDIATE CONSIDERATION TO UNI- 
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"*FICATION FOR ADMINISTRATIVE AND OPERATING 
PURPOSES OF THE CANADIAN NATIONAL aND CANADIAN 


PACIFIC RAILWAY SYSTEMS. '* 
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"Even et the risk of pletitude or repetition, 
it is fitting to close with still enother plese for 
objective and dispassionate considerstion of the 
Canadian reilwey scene by every individual or 
collective intwrest concerned. The Submergence of 
sectional or regional points-of-view in favour of 
a common ceuse is the essence of democrstic govern- 
ment. If, in spite of great naturel, stretegic 
and economic difficulties, we heve created nd 
preserved in Canada, a unified ncetional entity recog- 
nized and highly regarded as such throughout the 
world, surely we can compound and compromise our 
differences in such a relatively minor, if dndivid- 
ually important, matter as the reilwey problem. or 
is it possible that we have reeched ea Stage. Tn.our 
national life where instinctive and locel economic 
selfishness can outweigh the high principles and 
fundamental racial pride which motivated the Fathers 
of Confederation? Must we admit that the immemorial 
and in the long run effective, British tradition 
of accommodetion and adjustment has run out in 
Canada? Is it to be displaced by « resurgence of the 
primitive philosophy “Each for himself and Devil teke 
the hindmost"? However that may be, it is quite to 
the point to recall thet the disintegration of 
democratic public and private life in other countries, 
has followed their inebility or refusal to resolve 
their differences end seek common grounds on just 
such major economic difficulties. It might be said 
thet this is en unnecessarily alarming, inference, It 
ean, on the other hand, be contended that it is 
realistic and backed up by current history. 


To refer, in conclusion, to the Associstion 
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which sponsors this brief, it might be permissible to 
point out thet no section of the community has more 
to fear from an inequitable, ineffective or abusive 
solution of our railway problem than the Canadian 
Manufecturerst Association." 

COMMISSIONER DAFOE: Mr. Bleck, I infer from the 
statements on the first page thet the Canadian Manufacturers! 
Association, in drawing attention to the expenditures 
aggregating $78,000,000, divided between the cash deficit 
of the Canadian National Railways and unemployment relief, 
assume that the expenditures on unemployment relief will 
disappear, but that the cash deficit on the Cencdian 
National Railways is to be regarded as constent. Is that 
the definite view of the association? 

MR. BLACK: No, I should say not definite, Mr. Defoe. 
The railway problem, however, has been with us much longer 
then the emergency relief problem. Consecuently, it 
possibly takes that aspect in the presentation. 

COMMISSIONER DAFOE: The cash deficit on the Canadian 
National Railways disappeared the year before the onset of 
the depression, an# if you follow the story, or. the 
record of the deficits from 1928 to the present time you 
find that it rose with the depth of the depression and now 
shows some signs of receding 2s the depression lightens, 

So that it is not a eoeesi nie that when the depression goes 
the cash deficit will go too. 

MR. BLACK: You refer to that as being no cash deficit 
Pas lgeo, is it? 

COMMISSIONER DAFOE: In 1928. 

MR. BLACK: Appendix A shows e cash deficit there 
of $5,000,000. 

COMMISSIONER DAFOE: The railwey figures show no 


deficit. 
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MR. BLACK: These figures were obtcined from the 
Depertment of Railwsys end Canals, Dominion Bureau of 
Statistics, and Canadian National Railways. 

COMMISSIONER DAFOE: There hes been a controversy 
about thet. The railwey figures show there was no 
deficit that year. There is an essumption in this brief, 
set forth on page 3, that the policies suggewted by the 
Duff Commission have been thoroughly tested and have friled; 
Poet is not the cese, as a matter of fact. 

MR. BLACK: Tt hes been in operation for roughiy 
six years, with the result that the annual saving has 
now grown to a million and three quarters per annum. We 
consider it insignificant. 

COMMISSIONER DAFOE: I think it might be assumed that 
the essential suggestion of the Duff Commisshon wes the 
creation Ke earistira tribunal, which hes never been 
erested,. 

MR. BLACK: Did it not exist for a few years, Mr. 
Datoe? 

COMMISSIONER DAFOE: It was never in operation. 

In the recommendations they say, “providing machinery for 
cooperation between the two reilweys, with ae v. ew to 
mproving their financial position,” Then, further ‘on, 
‘machinery should be provided for cooperation between the 
two systems for the elimination of daplicate service and 
facilities, and the avoidance of extravagance.’' Then they 
provite for the creation of a Board of Trustees, which was 
carried out, and then there is the constitution of the 
arbitral tribunal. This tribunal had very extensive 
jurisdiction. It was provided that it could be invoked 

by either the Dominion Government, by any provindial 
government, or by either reailwey; provided for immediate 
appeal. Now, the arbitrel tribunal experiment has never 


been tried, and might en argument not be mede thet the 
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limited results which come from the pplication of the 

Duff Commission recommendations are due to the fact thet the 
arbitral tribunal never crme into existence, and wes not 
made operative? 

MR. BLACK: That would hardly follow from even the 
name, “arbitral”. It is not e negotiating board. “Arbitral 
indicates a board that matters are referred to for settlement, 
whereas the essence of economy would be in the negotiating 
of cooperative matters, 

COMMISSIONER DAFOE: The Duff Commission report 
was based on the idea that both railways, heving had a 
somewhat pesinful experience with extravagence, - the 
Commission recognized that both railway systems had been 
extravagant, and would be willing to co-operate. But even 
if one railwey were reluctant, the other railway could 
force co-operation by an appeal to the arbitral tribunal, 
and I would think it would be at least conceivable that 
the entire failure of the Duff Commission is due to the 
fact thet this suggestion wes not acceptable to at least 
one of the railways interested, 

I would be obliged for my own informetion, if J could 
get a clear definition of what unification involves. 
There are verious phrases used, which seem a little vague, 
or at least, we cannot co-ordinate them very accurately. 
One phrase referred to is “Amalgamation”; another is 
", non-competitive union’, “A form of emalgame tion, 
Mpeitication”, “Preservetion, of existing property rights”, 
then there is a reference on page 11] to “Fhysical 
processes of unification", then there are varied stetements 
that the properties are to be kept distinct. Now, is the 
keeping of the property distinet gy expedéent, Or 4S) 2u 
the actual recognition of e physic2l separation? 

Now, that is importent, beceuse if unification were 


attempted and the hopes entertained by its applicetion were 
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to fail, would it be possible in four or five years for the 
government to resume control of its property intact and 
operatedt,or are we creating a condition which cannot be 
revoked, and upon which we trust ourselves implicitly to 
the expectation that there will be enough expert ability 
available to make it operate; or will the country be 
confronted, in the event of failure, with an acceptance of 
the situation with its defects, or will then the only way 
out be State control, - the taking over by the State of 
the whole system? Is it an experiment or is it a definite 
adoption of a policy which cannot be changed? 

MR. BLACK: The terms “Amalgamation” and “Unification" 
I think are used in the brief more or less analogously, 

Mr. Dafoe. In both cases they anticipate the amalgamation 
or unification for operative purposes only, and for manage- 
ment. 

COMMISSIONER DAFOE: But would they be “Scrambledt' to 
use a term that was used before the Duff Commission? Would 
you scramble their physical properties so that they could 
not be unscrambled? 

MR. BLACK: It would be my own personal opinion only. 
You mentioned the term of four or five years. I should say 
in four or five years they could be unscrambled, If it 
came to a long period I would doubt the possibility of 
unscrambling them. 

COMMISSIONER DAFOE: Would it be reasonable to infer 
that the general terms of the submission imply a step 
that cannot be revoked? 

MR. BLACK: No, I would not sey so. As you sey, I think 
it is largely a bookkeeping matter; the ownership is retain- 
ed on the books and the physicel operation, jointly. 

COMMISSIONER DAFOE: There are just one or two other 


points on which I would like enlightenment. It is stressed 
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that in view of the fervure, 1% 1S now necessary to go on 
to some other equally effective measures; that is, the 
Duff Commission's recommendations having failed, it is 
desirable to go into some other ecually effective measures. 
The effective measures which are suggested in this 
presentation are the very measures which the Duff 
Commission ruled out as undesirable. That is a factor 
which seems to me must be kept in mind if we give any 
weight to the judgment of the Duff Commission. They were 
very specific, they excluded from the idea the other 
effective measures which might be resorted to in the event 
of the failure of their suggestions, +. any establishment 
of a monopoly. I just want to make that comment. I 
should think that the other effective measures which they 
hat in mind do not include the possibility of monopoly 

of any kind. Would you not think that would be reasonable 
from reading the Duff Commission's Report? 

MR. BLACK: I would judge from our studies here, 
tempered by an interpretation of the public opinion at the 
time, as we state here, in the years since that time, it 
has been very considerably changed, 

COMMISSIONER DAFOE: Well, of course, there is 
suggested here that if we had the exhibits of the Duff 
Commission produced before us, and were to study them, 
we would reach a different conclusion on that point, That 
is the suggestion in this submission, 

MR. BLACK: No, I should say not; not froma study of 
the Duff Report only. 

COMMISSIONER DAaFOER: No, but as part of the case. 

MR. BLACK: I might say we have here a list of all 
the official reports, books, and public addresses, which 
might be of interest to you, and which have been studied in 


connection with this brief, 


COMMISSIONZR D4AFOHR: I think I am familiar with them, 


|  sibpoqeR Tod ott: nebad 
{LOL to MetOwEdntodyenth, To tote 
P8SOL al Sbsaed ead ro sort immo fat 


eyewlt at ovary tip ov egfen tie.) "Os 
ete Sam ,aotpedangd Med. add i shorsd at notts 


jaotemrod B86 | Bharh ke: 2: mesettnged @ ani: te" ‘: 
‘homgoteved .odt af fethusa. sew Son rokaten: = oe at 


iF 
os 

Ake 

nly 7 


; . woled bodatt ae wont aie 
/ ee moO Cake ere Oi ROG BUPA Elta enh v& Omar, RO RAT MOD, yy 
a ttoba nd samen Stet bodmew & Moxa 


Ny “ ee 
‘ghia rae: tar! dt were: BD me ee aT «td. ota  FEMOX JQTRKOD! 4 
Seah 1overeiwoe 4 Bowe rer fi0 is Holpeottiur: to cel emaghe. 


vag 


‘ “Sy a Contin be Sa 

' fen Tr 
| . 

Lt A Mf 2 ¥ ait 
} 
? ‘ F 4 be 

pee een she mONt <2 TAWLE Oo nwo 4 

| Ree: 5 bueae eee 
; i Pa } SOS ie PET LAO 
i" 


; Pes i2tes if > a 58) * enolds frehienog a a! 
alien SsbtioLonwssal ea apteak tof eaten Sebiw i 
‘ ; J 7 ; 


My, — wit? erat POShere sao see Bas) 20.06 sea ‘7 
oiword >» ¢id ,eRbhoteR Enos fontet tame a baiton tte med 
Sok Cod 3} aten’s semiti@ee etd ,eoharan: "10%! ‘eorer aast 


Poi. Bere he View: tecet tedid stiles Ton ab satin a 


6817 ~ 


what term you use, - even assuming you have that and that 
you have a board such as you Suggest, do you think it 
would be possible to run our railways along business 
lines? It would seem to me if we could do that it would 
be reversing the whole history of our railways heretofore. 

MR. BLACK: I do not recognize the difficulties that 
you have in mind. 

COMMISSIONER ANGUS: Let us take a hypothetical 
instance. Supposing serious political difficulties 
arose in any particular part of Canada, - take my own 
part of Canada, the Maritime Provinces, - is it not suite 
conceivable that Parliament might interfere with the 
operation of a railway, ewen if it were a single enter- 
prise? 

MR. BLACK: Other considerations do apply and we 
stress the importance of keeping it free of politics, and 
this omnipotent Board that we have suggested, of three, 
along the lines as suggested by the Duff Commission, would 
have complete powers, I should say, as the Railway 
Commissioners of to-day have. 

COMMISSIONER «NGUS: But Parliament, under our system 
of government, would still be the supreme eéuthority, would 
it not? Ido not see how we are going to eliminete that. 

MR. BLACK: The Board of Railway Commissioners 
naturally submit their reports to Parliament and of course 
Parliament, having complete power, could step in as and 


when they see fit, I should say. 


(Page 6821 follows) 
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COMMISSINNGER DAFGE: You cannot cscape a cortain 
control] by Parliancnt. 

MR.BLACK: Quitc. 

COMMISSIONER DAFOE: Because if you crcate a board 
like that, which is sclf-perpetuating, which has cxtcnsive 
powers, all that parliamont has to do is repoal the Act 
ereating them and there you arc. 

MR.BLACK: Quite. 

COMMISSIONER DAFOE: You say in your bricf: 
"Considered in the broad historical sense, unified 
railway opcration patently appears as the next, 
if not the ultimate, step in a quite perceptible 
evolutionary proccss." 
Is there anyscountry in the world whero there is a 
railway monopoly which is not controlled by the state? 
Have you any knowledge on that point? 
MR.BLACK: No.» 
COMMISSIONER DAFOE: I speak subject to correction 
but I do not think there is a country in the world 
where there is a railway monopoly which is not controllicd 
by the state. 

MR.BLACK: I know of no such instance. 

COMMISSIONER DAFOE: So the evolutionary process 
is not very obvious to me. 

MR.BLACK: In the final analysis of course you have 
got the control by the state in any unified sct-up here. 

COMMISSION@ZR MacKAY: In making thoss observations 
I did, Mr.Black, I did not mean to express any opinion 
one way or another on the merits of unification, I simply 
wanted to point out what seems to me a fallacy in a 
great many arguments for unification. 

THE CHAIRMAN: Then, Mr.Black, No. 8. 

MR.BLACK: No. 8, Mr.Chairman, yes. 


Submission No. 8, Mr.Chairman and Commissioners: 
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"Therc will probably be very general agrocmam t 
that the most disturbing feature of our ccononic 
affairs is their tendency to operate in cycles, 
with periods of acute depression closely succeeding 
eras of intense activity. It is self-evident that 
every conceivable interest of the community or 
the individual requires that the business and industry 
of the country should proceed in an equable and stable 
manner. Our economic and social organization is 
based upon this presumption, consequently the 
abnormal trends of business necessarily involve 
hardship, waste and confusion in both these depart- 
ments of our national life. It is, of course, in 
terms of periodic widespread unemployment that the 
evils of instability become mat clearly and 
critically evident. In recent times the fluctuations 
of economic activity have been so extreme that the 
problem of providing for those who are eliminated 
from service during sub-normal periods, has, on 
occasion, reached the proportions of a national 
emergency. 

This condition of emergency arises not only from 
the simple and direct cost of providing relief, but also 
from the more significant fact that this cost is not 
balanced by a corresponding increase in national 
wealth in the form of natural production, 
manufacture or service. Thus the cost of unemployment, 
is, in effect, diverted from its proper purpose of 
exciting the economic machine, with the result that 
further unemployment is indyced and a vicious cycle 
of events is instituted and continues until the 
succeeding period of expansion sets in. Unemployment 
is hence a cumulative and compounding economic ill 


and any measure which might serve to modify its 
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periodic intensity would wield corresponding 
influence in the stabilization of business in 
general. 

The difficulties which have confronted responsible 
public authorities in recent years, in providing 
for the unemployed, are common knowledge. The 
emergencies have been met by emergency measures such 
as rapidly increased borrowing, excessive taxation 
or the hasty inception of public relief works. All 
these expedients have obvious disadvantages. The 


general increase in bormwing and taxation 


intensifies the prevailing financial stingency 

and so helps to perpetuate the process of economic 
contraction. The sudden and relatively unconsidered 
increase of public works inevitably results in 
various forms of waste, for public authorities are, 
under present conditions, invariably lacking in the 
personnel and physical equipment necessary to 
conceive and execute large and instantaneous expan- 
sions in their works programmes upon sound and 
economical lines. Furthermore, in such cases they 
must use the unemployed labour whether it be 
suitable for the type of work projected or not and 
the final value of the undertaking to the community 
is inevitably impaired. 

The cardinal defect of spontaneous emergency 
measures to deal with unemployment is that they do 
not oppose or modify in any way the underlying 
economic variability but rather tend to intensify 
it by diverting credit from private enterprise at 
those very times when it can least be spared. Since 
public authoritics cannot evade or delegate their 
social responsibilities, their problem therefore is 


to provide for periodic unemployment in such a 
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manner that they will not be under the immediate 
necessity of repressing tho alrcady flagging 
economic activity which created the unemployment 
in the first instance. Their objective should 
rather be to sustain and bolster this activity 
to forcstall the access of further unomployment 
upon their hands. It is clearly evident that public 
authorities have at their command but onc moans 
of so doing, and that is by the prosecution at 
such times of preconceived and prefinanced works 
of an economically justified and neccessary nature. 
Implicit in this mnception of the situation is 
the existence of reserves of works to be undcr- 
taken and of funds or credit to pay for them, 
accumulated during prosperous times and oxpended 
during depressed periods. In view of this it will 
be of spocial intercst to determine as accuratcly 
as possible what the expenditures upon public 
works in Canada actually amount to, as well as to 
learn in what manner these cxpcnditures are made. 
It would also be relevant to determine what 
proportion of all Canadian 'works"™, in the sense 
of all construction and engineering projects, is 
represented by public works, in order that their 
potentialities as a stabilizing influence upon 
these industrics and hence upon the whole cconomy 
may be at least considered. The chart on page 4 
(Fig. 1) indicates total and public oxpenditures 
upon all forms of construction for the years 1919 
to 1935 inclusive and is based upon data compiled 
under the auspices of the Sanadian Construction 
Association. It should be said that the problem of 


compiling such data is not of a simple nature 
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for the usual trado sources of such information 
do not complctoly difforentiate between public 
and private projects. Therc exists algo considerable 
intcrlocking betwecn the various legislative and 
munbipal bodies and much diversity in presentation 
of accounts and records. Includcd in the category 
of public works are buildings, sewers, water supply 
plants, harbour, dock and river works, disposal. 
plants,bridges and subways, parks and many 
miscellancous projects. Also included in public 
works, in this instance, are the building and 
engineering construction of the two major railway 
companies. This is for the reason that the Dominion 
Government by Yirtue of powers invested in the 
Board of Railway Commissioners exercises control 
over the expenditures of the Railway Companies 
upon such matters, which thus become, for all 
practical purposes, pubhic works. The public 
expenditures shown must, therefore, be regarded 
as close approximations only, but there is every 
likelihood that in so far as they are not exact, 
they err on the side of understatement for it is 
patently difficult, if not impossible, to ascertain 
and include the minor expénditures of all such 
localized rae bodies as township or county 
aithorities. In any event, the chart is sufficiently 
accurate for purposes of broad comparison. 

The pees of 1919 to 1935 is presented for the 
reason that it represents a complete economic 
oyole from depression through prosperity back to 
depression and also because it excludes the abnormal 
war period. It is at onee apparent that public works 
constitute a considcrable proneneton of al1 


construction work and in spite of the fact that the 
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latter ycars include considerable public cxpenditurcs 
on cmergency relief works, that the trend of public 
expenditures closely follows that of the country 

as a whole. In othor words, we have simply followed 
the prevailing economic trend, increasing our 
expenditures upon public undertakings as geoncral 
business expanded, and retarding them as the tide 

of economic activity receded. Such isolated and hasty 
attempts as have been made to stem the declining 
phase in the form of emergency relief works, have boen 
so inadequate in volume as campared to the extent of 
public expenditures in prosperous years, that their 
effect as a stabilizing influence is barely perceptible. 
Obviously, no attempt has been made during the period 
in question, to withhold public undertakings in 
anticipation of the succeeding unemployment emergency. 
Public works which, as has been noted, are the only 
available means of publicly countering the progressive 
décline in employment during periods of recession, 
have actually been carried out in a manner which 
could hardly be better calculated to precipitate and 
intensify the problems of depression, by inflating 

the preceding boom. 

During the period under review, the total annual 
expenditures upon public works in Canada and the 
percentage of total construction which they con- 
stituted in each year were approximately as follows: 
Will I read those, Mr.Chairman? 

THE CHAIRMAN: No, we have the figures before us, - 
unless you want to comment on any of the figures? 

MR.BLACK: Well, that is covered, I think, later. 
You will note in passing or looking at the figures, that 
the big building construction ycars were from 1925 to 


1930. Those were the heavy construction years in Canada, 
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and during thosc yoaers the governmens cxponditures 
swung from $77,000,000 up to $185,000 ,000 , trailing 
behind the boom in private building by about a oar or 
two years, mercly reflecting the usual inortia that 
applies to government ovcrations. The desire to keop 
absolutely in step is more or less.evident., LI. think. 
"Averaged over tho years indicated, expenditures 
upon public works have amounted to approximatoly 
$100 ,000 ,000 annually or to 30% of the avercge total 
expenditures upon construction. Upon the arbitrary 
but reasonable assumption that public works could 
be retarded to this long-term average auring such 
years as 1929-30-31 when actual expenditures wers 
close to $200,000,000 4 is apparent that a reserve 
of public works comparable to soveral years of average 
intensity could be rapidly accumulated. But pszhaps 
even more strikipg than the extent of the public 
expenditures shewn is their extreme Variability 
Within relatively short periods, Thus between 
1925 and 1930 the annual national outlay upon 
public works increased from $77 ,000 ,000 to $185 ,000 ,000 
or by 140 per cent. Between 1930 and 1933 it decreased 
from $185,000,000 to $35,000,000, a contraction of 
almost four fifths in the course of three VOOrss, In 
one year, 1931-32 it actually declined from $170,000 ,000 
to $60 ,000 ,000. Such large and precipitate variations 
emphasize the intensifying influence which our public 
works have exércised upon the similar and 
simultaneous fluctuations cf business in gencrail. 
But, more significant still, their extreme inconstancy 
indicates that they can be rapidly and materially 
increased or reduced at will and that they would 


therefore, be fundamentally amenable to some form of 
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control, intcnded to utilizc thom as a stabilizing 
rather than a disrupting cconomic factor. 

The fallacy of cxecuting public works in conformity 
with the irregular and irrational tronds of 
general business is further emphasized by tho fact 
that the present and prospective social requirements 
-of the community upon which public works should 
properly be predicated, are not sporadic or 
intermittent in their occurrence, but are rathor 
continuous, increasing and long-term in charactor. 
The need for permanent public improvements seldom 
arises immediately and without previous indication 
of the necessity. Such social processes as increase 
of population, development of new areas or industrics 
or the adoption of new mechanical conveniences 
requiring the provision of public facilities can 
usually be forescen and anticipated. This is also the 
case with respect to provision for obsolescence and 
depreciation upon which large ~woblic expenditures 
must necessarily be made. 

Thus we are led inevitably to the eonclusion 

on both social and economic dounaat that the 
policy of increasing and accelerating the execution 
of public works during prosperous years and with- 
holding or retarding them during depressed periods 
is fundamentally mistaken. Obviously what is required 
is a preconceived, long-term and consciously planned 
system of public works control, designed to continu- 
ously adjust the volums of public works inversely to 
the fluctuations of private activity. Only in this 
way can tne influence of public works expenditures 
be utilized to counteract the abnormalities of 


the economic cycle and to protect public authorities 
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from tho periodic incidence of mass unemployment 
whieh thoy cannot otherwise provide for without 
hastoning and oxtending the goneral cconomic 
deflation: 

Inherent in premediated and anticipatory 
planning of public works is the conception and 
preparation in advance of works which can be 
deferred, or whieh exceed the immediate require- 
ments of the community and can consequently be 
held in reserve until the need for them becomes 
evident. Financial provision is, of course, an 
essential element in this preparation and it way 
indeed be said that, in the final analysis, the 
problem of conserving public works is one of 
anticipatory financing, In this respect public 
authorities are in a somewhat different position 
to private organizations, which in prospcorous 
times can place to reserve any surpluses which 
may remain after discharge of all obligations. 
Public authorities are impelled by custom and 
political necessity to immediately disburse 
unexpended balances in the form of reduced taxes 
or public improvements. Whatever the merits of 
this procedure may be, it is very certain that it 
is inseparable from the popular form of government. 
The conception of an elected authority, whether it 
be federal, provincial or municipal, accumulating 
a considerable cash reserve probably to be disbursed 
by a sucoceding, and politically opposed authority 
cannot be admitted into any realistic consideration 
of the problem. However, public authorities 
having powers of taxation, possess one important 


finaneial resource which is denied to most 
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private concerns, namely, their extensive and 
advantagcous borrowing powers. Undoubtedly, it 

would be by cxercise of these powers that a 

large volume of public works would. necessarily be 
financed in pcriods of depression. But the simplo 
proeedure of borrowing heavily during these 

periods would be the very antithesis of a regulatory 
or stabilizing public works policy if it wero not 
preceded by some compensatory and proparatory 
measures during prospcrous years. These measures 
would obviously consist of the restriction of 
borrowing in such times and the accelerated redemption 
of previously contracted debt by the application 
thereto of budgcttcd surpluses, and in general the 
pursuit of a financial policy calculatcd to facilitate 
borrowing at favourable rates of interest during 

tho depressed periods when public works would be 
expedited. 

In addition to the physical and financial 
planning and proparation which the conservation of 
public works would involve, there is also to be 
considcred the imporant element of 'timing"™ that 
is, the acecleration or retardation of the 
projected works in opposition to the prevailing 
economic trond. This is the cssenee of the 
problem, for it is by the timely and adequate 
adjustment of the volume of public works that their 
potential influence can be most effectively and 
beneficially excreised. This 'timing"™ factor 
implies the necessity for constant obscrvation and 
analysis. Decisions as to the specding up or 
slowing down would necessitate the continual 
compilation and study of rolcvant cconomic indices. 


In short, the conservation or regulation of public 
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works prc-supposcs tho existoneo of a pormanent, 
specialized and technically and financially 
competent ageney for its proper cxocution. Whothor 
or not most public authoritics aro possossod of the 
necessary administrative and technical personne], 
it is cloarly apparent from the rocord of past 
performance that thoy have never availed themsolvos 
of it to the desirable ond of sotting up rosorvos 
of public works in antleipat! on of future social 
emergencics. 

It would be intorosting and porhaps informative 
to explore the possibilitics of an arbitrary and 
quasi-idcal application of public works control 
to the period 1919 to 1935 which has previously 
beon cited. The intontion is not to proseribe or 
suggest a form of procedure, for the retrospective 
application of the theory is in no way analogous 
to its p@oper exccution. But the essay may at least 
serve to demonstrate the potentialitios of regulatod 
public works and to indicate in an approximate way 
the severity of the adjustments which might be 
necessary in their prosecution. There is 
undoubtedly a minimum below which it would not be 
possible to reduce annual public works expenditures 
without loss of essential public services or the 
depreciation of existing physical asscts. This 
minimum cannot conceivably be more than the 
lowest annual total of all public works during tho 
period under consideration. This total is that of 
1933 - $35,000,000. To ensure a conservative 
cstimate, - let it be assumed that the irreducible 
minimum of public works in any one year amounts to 


#40 ,000,000. This is a liberal allowance since it 
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amounts to 40 por cont of the average annual cost 

of public works for tho period, which was in tho 
noighborhood of $100 ,000 ,000. If then in cach 

ycar we deduct the actual public works cxpend- 
iturcs from tho total of all Canadian construction 
exponditurcs and add to the result th minimum 

of $40,000,000, we obtain a figure for cach yoar 
which represents total expenditures before the 
application of public works rescrves. The diffcronec 
betwoecn actual and minimum podlic works expenditures 
represcnts the maximum public works rescrves 

which could have becn accumulated during those 
seventcen years, upon the basis of tho original 
assumption. -n re-apportioning the available 
reserves, the years which excced the averago in 
total construv tion expenditures may be disregarded. 
Obviously no more than the already includca 

Minimum of public works would bo executed in 

such years under idcal conditions. In allocating 

the rcscrves to the sub-avcrage years, they 

should assuredly be applied in such manner as to 
bring the total of construction expenditure in 

each of these years to the samo level. This is what 
an ideally conceived and pe.fectly executed po..icy 
of public works control would propose to do, and, 


of course, succced in doing. 


( Page 6835 follows ) 
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"The cffects of this retrospective application 
of the principle of regulatcd public works in 
contrast to the condition which actually prevailed 
are shown graphically on the charts on page four 
(figures I and II). Though the peak of total 
construction from 1926 to 1930 has been materially 
reduced in the idealized instance, it still trens-—- 
cends the cqualizing powers of public works, cven 
though thcy have been applicd to the utmost possible 
extent. Howcver, it should be recalled that the 
contraction of public works to the minimum during 
these years would have induced some contingent 
reduction in the volume of private construction, 
thus tending to cqualize the total volume to 4 
greatcr degree than is indicated on the chart. 

But undoubtedly, the most striking indication 
which appears is, that to sustain the level of 
construction at a high and consistent level during 
the latter and rapidly declining years of the period, 
it would merely have been necessary to retard or 
withhold the great volume of public works, which 
was carried out at the very height of the boom, for 
some two or three years, and then to have proceeded 
with it in approximately the same volume and over 
a comparable period of time. the indicated total 
of public works for 1933 is over 200,000,000 in 
the potential casc as against $35,000,000 actually 
expended. Had we had in this country in 1933 
but one half of that total available for public works 
our unemployment probl]2m would have caused us no 
eonccrn even in that yeer of economic eclipse. Lhe 


same might be said of any year from 1931 to 1935. 
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"A glance at the charts suffices to indicate 
that even undcr the cxtreme degree of control end 
rogulation assumed for purposcs of this tontative 
and speculative analysis, no more rapid or cx- 
tensive rcoadjustments would bo imposed upon the 


cxccution of public works than thcy have boon... --- ~~ 


~~ 
ne 


subjccted to in the past. without-eny considered 
or pencficient purposc. 

Even admitting that the rescrvation of public 
works could not be applied to thc degrec assumed 
in this hypothotical instance, it is neverthcless 
cvident that if it were effective to the cxtent of 
30 per cent of its potentiality, the stabilizing 
cffect and protcctive value of the policy would be 
of exceeding ecanomic and social bencfit to public 
authoritics and the community elike. Thus hed public 
works cxpcnditures been retarded to the Il1cvel of 
980,000,000 during the five years 1926 to 1930 
inclusive, coincident with a policy of debt re- 
duction in anticipation of future borrowing needs, 
there would have been available for the immediately 
succceding ycars of intcnse depression, a reserve 
volume of works and credit to the cxtent of some 
$320,000,000. The valuc.of an economic stimulant 
of these proportions during the more eritical 
years of the recent depression aoula have been 
incalculable. 

& most significant feature of the premedi- 
fated plenning end control of ‘public works igsvthe 
fact that its bencficial influence would, by the 
very nature of such works, (be cxercised upon that 
acpartment of the ‘national cconomy which most requircs 


and can best disseminate the resulting stimulation, 
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"that is, upon the capital or durable goods 
industrics. 1 is well reccgnizcd that in deprosscd 
times, thc heavy industrics which provide capital 

or durable goods for service over considerable 
periods of time arc afflicted by reduced demand and 


unemployment to a much greater extent then the con-. 


sumable goods inaustrios, whose preduvts, such as 
food and clothing, must constantly be replaced at 
very short intervals. An authoritative Amcrican 

cstimatec finds that 90 per cent of all depression 


unemployment originates in the durable goods 
industries and that of this 90 per cent, three 
quarters, or 75 per cent, is attributable to tho 
construction industry. The construction industry 
is, in itself, pcrhaps the most cheracteristic of 
durable goods industries for its products and 
invariably designed to eerde for several generations | 
and in times of economic Ponerinae ee for 
them can be contracted almost to the vanishing . 
point. This severe contraction in turn leads to 
excessive activity in prospsrous times with the 
result that the construction industry evinces, in 
its most exaggerated and destructive form, the 
fundemental cconomic curse of instability and cx- 
ecss. This is amply borne out by the curves of 
total construction expenditures from 1909 to LOS 
which appear on the preceding charts. Buu iviis 

in its secondary effect that the variability of the 
construction industry is most socially and econom- 
ically disruptive, for construction is in cffcct 
morely a centralization of a grcoat varicty of dur- 
able goods, cvolvcd from 4 multitude of natural 


products. Practically all the durable goods in-~ 
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“dustrics of thc country arc acpcndent in wholc 

or in part upon the construction industry, fora 
markot for thcir products, which in turn utilizc 

a very large proportion of the output of our mincs 
and forests. On the basis of two indirect and one 
dircet construction workcr, it has bcen cstimatcd 
that upward of 1,000,000 employecs heave, in pcak 
years derived their livelihood in whole or part 
from construction. Since this represents elmost 
one third of our working population, it is evident 
that the cxceptionally scvcre depressions of the 
construction industry arc a major factor in the 
inception and continuation of our unemployment 
cmcrgencics. Consequently, since public works 
consist almost exclusively of construction in some 
of its various forms, the execution of a consider- 
able volume of them during economic decline would 
not only provide direct construction employment 
but would indirectly sustain the general level. of 
business by exerting a beneficial influence upon 

a multitude of varied and widespread contributory 
industries. In other words, the cumulative or 
progressive process which induces unemployment 
under our present instinctive method of executing 
public works would be reversed to progressively 
excite employment, if these works were planned and 
premeditated to that end. 

It may be contended and cannot be denied that 
public authorities in general are no more lacking 
in vision and perception than the public at large, 
in the conduct of their economic affairs. But it 
is necessary to recall that in times of depression, 


private organizations can reduce their responsi- 
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"bilities and commitments by reducing employment, 
wages, inventories and operations, while public 
authorities must assume a correspondingly increased 
burden without hope of recourse or abatencnt. 

Henee there is an’ incentive and necessity for the 
accumulation of reserves of work and credit by 
public authorities which does not prevail for 
private enterprise. 

Obviously the planning, budgeting for, and 
timing of public works in the manner proposed would 
involve informed and continuous observation and 
guidance. Relevant economic indices would be re- 
quired, upon which to base the necessary periodic 
readjustments in the volume and tempo of public 
works. There would be requircd a constant accumu- 
lation of data and records to constitute a factual 
background for decision which would necessarily 
bey; at least in some  instances.,, in the nature 
of projections into the more immediate future. It 
would be necessary to corelate budgets and debt 
redemption to the physical volume of works pro- 
jected from time to time. Undoubtedly the most 
likely, if not the only, statistical agencies in 
Canada competent to carry out, or to be cxtended 
to carry out such continuous study are those under 
the jurisdiction of the Dominion Government. In 
any event, this is a matter in which the Dominion 
Government, as the largest single executor of 
public works in Canada and by virtue of its natural 
primacy, should take the lead. The possi bilitics 
of realizing cven in part the potentialitics of 
regulated public works as a stabilizing cconomic 


influence are of such significance that thc question 
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"is onc of national import and conecrn. 

While it would be desirablc, or indecd, esson- 
tial that not only the fedcral but all public 
authorities should subscribe to the policy of 
advisedly regulating their public works, it would 
not be necessary for cach of them to possess the 
required statistical machincry, if the Dominion Govern- 
ment were to establish a national coordinating 
bureau to centralize the collection, study and 
circulation of the basic information. The existence 
of this body, in conjunction with the practical 
example of regulated fcderal works, would be a 
powerful incentive to other authoritics to place 
their works expenditures upon a similar rational 
and self-protective basis. It is in fact concei- 
vable that many private organizations, appreciating 
the bencfits of a premcditated long-term policy, 
would avail themsclves of the opportunity which the 
existence of a source of relevant and authoritative 
information would afford. If the stabilizing in- 
fluence of planned public works were to be rein- 
forced at least partially by the construction 
expenditurcs of such quasi-public institutions as 
the chartered banks, insuranec companies and other 
nation-wide organizations, the results would 
immeasurably transcend the cost of any exploratory 
or permanent organization which might be requirede 

The national planning of public works and 
international coopcretion in respect of public works 
were discussed at the International Labour Con- 
ference at Geneva in June, 1957, and the conference 


adopted the resolutions which are shown in Appendix 


1. 
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"Since public authorities are, in the last 
analysis, but a reflection of the public opinion 
which elects and sustains them ana since the con- 
clusions and recommendations of this Commission 
will inevitably be the subject of intense public 
interest, it is respectfully submitted that the 
regulation and control of public works in the in- 
terests of economic stability merits consideration 
by this Commission in the formulation and public= 
izing of those conclusions, " 

COMMISSIONER ANGUS: Mr. Black, I assume that this 
proposal depends upon one having a good deal of con- 
fidence in forecasting? 

MR. BLACK: Without a doubt, yes. 

COMMISSIONER ANGUS: Do you think that the intensity 
of the recent depression could really have been fore- 
cast. 

MR. BLACK: Not the intensity, but by going back 
over the records for the past 75 or 80 years, we know 
that in the past these cycles in building construction 
have occured every eighteen or twenty years. The last 
one in Canada occured in the early ‘teens, I believe. 

As is pointed out in the brief, you could not expect the 
ideal condition. As I suggested, even a partial hold- 
back of that money which is poured in by the governments 
right on the heels of private expenditure--it would 

have helped tremendously during the 30's. 

COMMISSIONER ANGUS: Would you have the courage 
of your convictions to the extent of taxing private 


construction in the boom years and bonusing it in the 


bad years? 
MR. BLACK: I do not think that is necessary. We 


have not so intimated, but the fact that the government 
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spends so much money on construction during the boom 
years is merely a reflection of the increased revenues 
deriving from improved business conditions, 

COMMISSIONER ANGUS: The reason I was bringing up 
the other question of taxing private construction at one 
time and bonusing it at the other, is that i! is possibly 
@ little more sure to influence, that is, by price dif- 
ferences, than a government is to control by political 
methods. 

MR. BLACK: Our study was never carried out to any 
such extent. 

COMMISSIONER ANGUS: Your proposal is really linked 
with the provision of very heavy sinking funds to meet 

your purpose, is it not? 

MR. BLACK: Yes, that would be so. 

THE CHAIRMAN: JI think everyone will agree that if 
the pian which you have suggested could be worked out 
it would be a very great improvement over what is the 
normal procedure in public expenditure during good times. 
I am afraid that the difficulty you pointed out of 
retaining the surplus in periods of good times, might 
also interfere to some extent with the profit these 
reserves create by paying for public debts? 

MR. BLACK: It presents difficulties, without a 
doubt. 

THE CHAIRMAN: It does present difficulties. Theor~ 
etically, it would be mcst favourable. I suppose every 
Commission which has investigated or reported upon 
unemployment, has stressed the importance of governmental 
expenditure in periods of derression and a restriction 
of these expenditures in periods of prosperity. It is 
a sound view if it could only be put into practice. 


COMMISSIONER aNGUS: There is just one theoretical 
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ditticulsy, as-l.eee ae: If you stabilize economic 


ee ditions by this means of prediction from the past, 


you would no longer be safe because you would be 


predicting from an unstabilized past into a stabilized 
future, 


MR. BLACK: That is right, but you would get the 
benefit of it for a year or two at any rate. 


THE CHATRVAN: Have you any questions which you 
would like to ask, Mr. St. Laurent? 

MR. ST. LAURENT: Just one or two, my lord? 

BY MR. ST. LAURENT, of Mr. Black. 
Q. Are those charts supposed to indicate the expenditures 
for highway construction? A. Yes, public expenditure 
and engineering construction would come within that. 


Q. They would be included in the figure given here 


as the total amount of public works expenditure from 
1219 to 1955? «2. Yes. 

Qe But that would mean only the new construction, 
then, would it not? A. That would mean largely the 
Dominion and provincial. As we said here, the county 
and township construction is not included. 

Q. I think in the brief we had yesterday it was shown 
that the annual operating expenditure for the province's 
highway system was someting over 940,000,000. A. That 
may be, Mr. St. Lavxyent; it is, of course, as we state, 
difficult to get these figures, and they will err on the 
side of under-estimate. 

THE CHAIRMAN: I think, Mr. St. Laurent, am I not 
correct that the annual operating expenditure of the 
province included the sinking fund and interest on the 
highway expenditure? 


MR. ST. LAURENT. Yes, it did. 
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BY MR. ST. LAURENT: 

Q. There was only about $25,000,000 which was actually 
expended from year to year. Those figures are supposed 
to take into account the engineering and cons truction 
carried out by the provincial government on the highway ; 
system? A, That is correct. 

Qe Might it not be difficult to ask a locality to wait 
for a depression period before getting a new highway? 

A. Yes, that is so. We point out that the ideal con- 
dition is hard to attain, but even 50 per cent of that 
would be of tremendous value. 

Q. There are some of the public works which are looked 

upon, when they are perfommed, as absolutcly essential 

to improving the public's condition, absolutely essential 
because of the services they are going to perform for the 
public, that might not be subject to the same control? 
A. Possibly not, I think our past records indicate 
that these boom times occur every B or 20 ycars. 

THE CHAIRMAN: When we sat in Ottawa, one of the 
bricfs presented on that occasion referred to the inci- 
dence of the tariff on the prairie provinces. A question 
has arisen since whether it existed at that time and 
I wonder if you could give us any light upon it, that 
is the incidence of the trade agrecment as part of the 

tariff policy of the country on the different sections 


of Canada. 

MR. BLACK: I believe Mr. Bristol, the manager of 
our tariff departmomt could answer that question bettcr 
than I could. 

MR. BRISTOL: As to the incidence of tariff pro- 
teetion which has bccen provided for Canadian products 


in other British countrics--the tariff protection applics 
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principally to Canadian basic products such as fishcry 
products, farm products likc whcat, forcstry products 
like timber and lumbcr, and mincral products. Wo have 
@ preference in the United Kingdom of six ecnts a bushel 


on wheat, practically six cents a bushol, it is so much 


por quarto. It avcragcs about six conts per bushel. 
There is a preferencc ranging between $1. and $1.25 

per barrel on fresh apples. All of those preferences have 
been of immense bcnefit to the basic industrics of 
Canada. The producers of fresh apples are constantly 
saying so in the press. The business publications in 

the Unitcd Kirmdom are sctting forth the advantages of 
these prefercnces to Canada, and in roturn the advantages 
which busincss intercsts in the Unitcd Kingdom derive 
from preferences which they cnjoy in Canada. Australia 
has the same arrangement. 

Australia, for cxample, bcfore we hada trade agree- 
ment with Australia, practically all of our raisins and 
currants were purchascd from California, and none from 
Australia. At the present timc, practically all of the 
raisins and currants purchased by Canada are purchased 
from Australia. In return, Australia has given pro- 
tection to Canadian canned salmon, timbcr end lumber 
products of all kinds, and newsprint. These cxports 
from Canada heve been bencfited. Furthcrmore, the same 
products, particularly timbor and lumber have bencfited 
by the tariff protection granted by the United Kingdom 
in the trade agreements of 1952, which were re-completed 
and re-negotiated at the last session of parliament. 

I was reading in an outstanding United Kingdom trade 
publication the othcr day that these tariff preferences 
granted . by the United Kingdom to our forest products 


have virtually transferred the purchese of timber products 
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from thc Pacific coast of thc Unitcd Statcs to the 
Canadian produccrs of timbcr. 

THE CHAIRMAN; Well thon, is tho effcct of your 
information that the tradc agrccmcnts did substantially 
bencfit the primary or basic interests through these 
preferences? 

MR. BRISTOL: Mr. Chairman, 95 per cont of Canadats 
exports to thc United Kingdom are food products or 
materials for furthcr manufacture in the United King- 
dom. Only 5 per cont of our cxports to tho Unitca 
Kingdom represent consumer goods, other than foodstuffs, 
Practically all of these shipments to the Unitcd King- 
dom have the advantage of the prcefcrconce which the 
United Kingdom cxtcndcd to our Canadian besic producers. 

THE CHAIRMAN: Mr. Black, we thank you for the 
presentation you have made to us this morning, on these 
very important qucstions, The brief will receive our 
carcful consideration. The bricf is in three parts 
marked as numbers 6, 7, and 8. Did we mark these with 
separate cxhibit numbers before? 

MR. ST. LAURENT: Yes, I belicve so. 

THE CHAIRMAN: Then, . number 6 will be cxhibit 
number 269, number 7 will be numbcor 270, and 8 wiil 


be exhibit number 271 


BABI BIT Nes: “2oge Bricf of the Can- 
adian Menufacturers'* 
Association(No. 6 


BAB? Pee we 70. Bricf of the Can— 
adien Manufecturers'* 


Association (No. 7) 


BABLETE NO: 271: Bricf of the Can- 
adian Manufacturers’? 
Associetion (No. &) 


(Page 6849 follows) 
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AFTERNOON SESSION 

The Commission resumed at 2.30 p.m, 

THH CHAIRMAN: The next brief is the Dominion 
Mortgege and Investments Associetion's brief, 

MR. J. H. LITHGOW, President, was called; 

MR. LITHGOW: Mr. Cheirman, and Commissioners, as 
President of The Dominion Mortgage and Investments 
Association I wish to say that, in the opinion of our 
Member Companies the results of the deliberations of your 
Commission should prove to be of important and lasting 
benefit to Canada and its citizens. Consecuently, our 
Association has welcomed the opportunity of making sub- 
missions to you. We hope that they will be of some service 
to you, and I would like to say that if there is any 
Supplementary information which you desire of us if in our 
power we will be glad to furnish it. 

Part 1 of our brief was submitted et the Ottewa 
Hearing, and we are to-day presenting Part 2. It is some- 
what longer than we had wished it might be, but we found 
it difficult to make it any shorter and cover the matters 
which we wish to cover, in any sort of comprehensive way. 
It is the result of considerable time and thought spent by 
many members of our associated companies, and more 
particularly by our Secretary-Treasurer, Mr. Jules Fortin, 
and our General Counsel, Mr.?D' Arcy Leonard, K.C. 

THE CHAIRMAN; They are both thoroughly posted, Mr. 
Lithgow, on matters relating to your association. 

MR. LITHGOW: We believe so, Sir, and with your 
permission I would like to ask our General Counsel, Mr. 
Leonard, to present our brief to you. 

THE CHAITRMsN: Thank you, Mr. Lithgow. 

MR, T. D*ARCY LHONARD, was called. 

MR. LEONARD: ‘Mr. Chairmen, and Members of the 
Commission, I think you will probably be relieved if I do 


not attempt to read the brief in full. I shall attempt to 
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read only so much as is necessary for the development of 
the subject, but if at any time I seem to be overlooking 
anything, or there are any cuestions which the Commission 
would like to ask, I would be very glad to be interrupted, 
In Part 2 we deal particularly with the credit position 
of governments in Canada, in the introduction, and in 
section A., on public credit are set out certain 
principles which are quite familiar to the Commission and 
it is not necessary for me to read them in full. They are 
there for the purpose of developing the thesis thet the 
submission sets out. On page 3 there are further remarks 
with respect to public credit. The last two peragraphs 
read as follows: 
“In financial transections, credit includes both 
ability and willingness to pay. Tnability to 
pay may at times be unavoidable, but the disposition 
not to pay, if the ability is there, is not, and 
never can be, the course of honour or of wisdom. It 
is through credit that we have built up an ever- 
increasing store of material goods and a higher 
Standard of living. Without it, we could not have 
progressed as repidly as we have, nor obtained the 
comforts and the possessions to the degree which 
we now enjoy. If we destroy or impeir its 
essential features, we shall but retard our pro- 
gress. 

Canada is still e young country. There is a 
great development shead of it. Even now there is 
need for more dursble goods, whether of a public re Be 
private character, for houses, highweys, factories, 
and for other »oermanent improvements thet add to 
the employment and productive capacity of our veople 
and their social welfare. Public credit is 


essential to that development." 
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Then page 4, section B, deals with the sources of 
fone verm loans. 

"Tt is the surplus earnings, the savings, of the 
people that create their fixed and permanent assets, 
The incentive to the individual to conserve his 
surplus earning is that it may be aveileble to 
him later in time of need, in sickness, in un- 
employment, in old age, or for his family et time 
of death. The saving of the averege individual 
may be small, but the aggregate savings of money 
become a potent factor for the use end benefit of 
all citizens of the community. 

LG Le throuch organizations such es Tate 
insurance companies, loan companies end trust 
companies thet these smell savings are mobilized to 
perform two functions in our national economy. The 
first is to guard those savings and to return them 
with interest to their owners when they shell need 
them; the second is to meke them available for the 
use of governments, industry and individuals LOT 
the building of our houses, factories, roads, 
schools, universities, churches, end other 
capital assets that we recuire for our méeterial, 
intellectual, end spiritual development. 

There is e tendency to take these institutions 
for granted without appreciating the value of the 
function they perform in the national economy. 
Without thet function, construction of our cavitel 
assets is retarded, employment decreased, thrift and 
saving discoureged, individuels heve smaller 
reserves against the hazards of life, and greater 
burdens thereby fall upon the State." 

Turning to page 5, figures ere set out showing how 


these savings ere mobilized; the average premium per yeer 
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paid by policy holders being $60.00, and 1eny as small as 
LOG « In the case of "Loan and Trust Companies, there are 
as many as 200,000 Canadians who have entrusted their 
earnings to these companies, the average amount of a 
deposit account being about $365, and a term obligation 
about $1500,. 

"In addition to the mobilization of internal 
savings, our Canadian institutions have merited the 
confidence of investors in Great Britain, United 
States, France, and other countries, and thereby 
have been able to bring in funds from abroad. 

This increased supply of investment capital has 
helped to build up the permanent ass_-ts of our 
country, but the obligation to repay rests upon 
the institutions." The last line on page 5: 

"The two functions they perform are sssential 
to our maximum development; first, the encouragement 
of thrift and provision for the future on the part 
of our citizens, thereby relieving the state of 
that responsibility and et the same time 
strengthening charecter through the qualities of 
self-rcoliance, industry, and initietive; and 
second, the application of their savings through 
the process of investment in the construction of 
desirable permenent assets." 

Section C. deals with the need for maintenance of 
credit, 

"The credit of our public bodies depends upon 
confidence in their ability and willingness to 
carry out their promises to pay. 

When an investor has handed over his money to 
the government, he has performed his part of the 
bargain, and he is then dependent upon the govern- 


ment to carry out its promise. The result is that 
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the cost of credit varies inversely with the degree 
of confidence that the investor réposes in the 
government. The greater the confidence, the less 

is the cost of credit to the government, and vies 
versa, And one of the most important elements in de- 
termining the extent of confidence, and therefore 

the cost, is the past record of the government. 

Has it defaulted in the past? If so, under what 
circumstances, and what was the ultimate outcome? 
Was there any question of good faith? 

Particularly in the case of a sovereign state 
is the element of good faith a prime consideration, 
Even though a sovereign state may be finencielly 
able to perform its obligations, an investor knows 
that by the exercise of its sovereign powers it can 
evade payment and leave him without legal remedy, 
When such things have happened, the temporary 
advantage of default has been dearly bought at 
the price of impaired credit," 

On page 7 there is some reference to the situation in 
South America, and the default in the States of the United 
States in the forties. Then the second paragraph from the 
bottom: 

"The conclusion we wish to draw is that in 
dealing with our Canadian problems in public finance 
and credit, it is part of wisdom to take the 
long-sighted view. Temporary expediency mey 
Suggest an easy way out of a government's difficultie 
but from the standpoint of the future of our 
country we can day over and over agezin in increased 
cost of credit or by actual destruction of credit, 
and by retarded material progress, for a present 
momentary relief. 


For these reasons we do think that we cannot 
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stress too Strongly the need for the maintenance 

of public credit in Caneda. There have been de- 
faults by a number of municipalities, and default 
and repudiation by one province, end there are 

other public bodies fecing difficulties; but if 

we keep in mind the importance of credit in our 
economy, and the need for maintaining it, then there 
are certain principles which we cen apply, to 

those situations. 

Your Commission's reference is concerned with 
matters affecting public finance and eredit.. ..in 
dealing with them, we believe that the most import- 
ant result that can be ettained by your recommen- 
dations will be the establishment of public credit 
in Canad on @ gound and strong basis for the 
future. 

Section D.dezls with the credit of the Dominion 
Government, 

“In considering the credit of our verious 
public bodies in Canada, it is our submission that 
it is the credit of our netionel government that 
is paramount end should be maintained at all 
costs. Many reasons present themselves to justify 
this position. Our pride in Caneda es a nation 
impels us to maintain our national prestige. 

From & more meterial point of view, it is our fed- 
eral government that is charged with the greater 
responsibilities that affect our netional 
prosperity. The regulation of trade and commerce, 
of tariff, of trensportation, and of our monetery 
and benking systems, belong to the Dominion. And 
finally, it is the Dominion that is cherged with 
the responsiodility that may be the most vital of 


all, the defence of our country. It would be the 
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greatest disservice thet could be done to Canada 

to weaken the finances of our federal government so 
as to leave it unable to perform this duty. 
Peace-loving as we may be, we cannot shut our 

eyes to facts; to maintain our nationhood and our 
membership in the British Commonwealth of Nations 
may require heavy expenditures by our federal 
government. This requires that in times of peace 
there must be a reserve of taxing power and of 
borrowing power in the Dominion that cen be drawn 
upon in time of emergency. There is only so much 
taxing or borrowing capacity to any nation, and the 
more that is required for local and >rovinciel source 
the less there is for the Dominion. How great a 
reserve is needed can be partially judged by look- 
ing back over the period since 1914, and realazing 
that the war and its aftermath have cost the federal 
government over $3,500,000,000 and will continue 

to cost us millions for years to come.‘ 

Then follow some instances of how the preservation of 
Dominion credit has helped us during the last few years, 
and a reference to the fact that in 1921 our debt wes 
$600,000,000 less than it is now, but that the interest 
we pay on our debt is $12,490,000 less than we paid then, 

"The effect of the saving is even more 
apparent when shown on a per capita basis. In 
the year 192] the interest paid per capita was 
$15.88; for the year 1938-9 it is estimated to be 
under $11.43; so that the individual taxpayer 
to-day is receiving a saving of 28% in comperison 
with 1921, due to the reduction of interest on the 
national debt. A further saving has been effected 
in connection with the debt of the government-owned 


Canadian National Reilways. 
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“These figures show forcibly what maintenance 
of credit means in Savings to a country. If our 
Federal Government had not maintained throughout 
the depression a determination to honour its 
obligations, or if it had allowed the Slightest 
Suggestion of not keeping faith, it would have cost 


us millions of dollars more in interest,* 


Then follows a comparison with Australia, the reduction 


of its internal debt interest by 224%. The comperison 
Shows the reduction in June, 1936, in Australia, to 3.93%. 
In Canada, it is 3.76% in 1937, For the year ending March 
Slst, 1938, it is estimated to be less than 3.60%, a drop 
of over 26% from the 1931 rate. Australia, of course, 
honoured its external obligations in full. The conclusion 
at the bottom of page 10 reads: 
"Ther: is no doubt thet Australia made a 
greater immediate seving, but in a spece of four 


years Canada had accomplished an ecuivalent 


reduction, and since then it has made further savings 


and it would appear as if the future held a better 
prospect of reduced interest charges through the 
Canadian method." 

THE CHAIRMAN: Mr. Leonard, thet is a very importent 
statement you have made there. You say thet the saving 
which Canada has been enabled to affect on her obligations 
by refunding in the past five years, is more than ecual to 
the savings which the Austrelian Federsl Government made in 
its refunding scheme, 

MR. LEONARD: As far as the rate of interest is con- 
cerned, the rate of interest on the debt, - the average rate 
paid on the debt. 

COMMISSIONER ANGUS: Does that mean the rate on the 


whole debt? 


MR. LEONARD: These figures ere from the Canada Year 
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Book, 1937, and as fares I have checked the amount of 
interest with the amount of debt, it appears to be a 
calculation of the total interest paid, related to the 
total debt, and the same with respect to Australia, I 
asked Ottawa for the latest available figures down to the 
end of 1936, - I asked the Department of Finance to give 
me some figures to carry on to date, and those are the 
figures supplied to me by the Department of Finance. 

THE CHAIRMAN: You argue that by the Dominion honoring 
its obligations in full itiis called upon to pay less 
interest on its national debt over this period) 2 than 
Australia had to pay. 

MR. LEONARD: As far as the present average interest 
rate on the debt; that is the average interest paid on the 
debt, turned into a rate, 

COMMIS cIONER DAFOE: At this moment? 

MR. LEONARD: At the present time, Well, I have not 
the Austrelian figures since June of 1936, As far as my 
arithmetic went in calculating how they arrived at a figure 
of 3.93 they took the interest that was charged releted to 
the total amount of the debt, which was therefore not an 
average of rates, but I do not see how anybody could use 
that at all as being of any value whatsoever, because you 
might have small loans at small interest ratesand large 
loans at high interest rates, and I presure it has been 
all weighed, 

THE CHAITRMsN: Mr. Leonard, can you tell us how much 
they reduced the capital debt, their internal debt? . 

MR. LEONARD: They did not reduce the capital debt at 
all, Mr. Chief Justice. They made a 223% reduction in the 
interest rate, on the internal debt, and they refunded 
their external obligetions that either had call features 
or when they matured. The reduction on private debt was 


also on interest. There was some machinery set up some- 
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what Similar to the Farmers Creditor: Arrangements Act, 
where people could go and argue that a reduction should 
not be made or that a greater reduction should be made. 

THe CHAIRMAN: I have not checked it up, Mr. Leonard, 
but I was under the impression that under the Australian 
plan,, «Ss worked out, it applied to both public ana private 
debts, and there was a cut of some kind in the debt. 

You say there was nothing but in interest? 

MR. LHONARD: As far as my studies have gone there 
wes no cut in principal whatsoever, except under some pro- 
cedure. Similar to the Farmers Creditors Arrangement Act’, 
where there was a tribunal to deal with bankruptcy, 

Then at the top of page 11: 

Uhasuts sald gmotiinicmi ticisn (of the 
Australian plan, because the circumstances in the 
two countries were not comparable in many respects, 
but to indicate the great saving that can be 
accomplished, particularly in the long run, by the 
maintenance of credit. 

Actually, while the principal of the debt has 
increased, the “burden” of the debt has decreased 
materially in the past five years,“ 

The next paragraph sets out the accumulation of the 
deficits during the past seven years. 

"It has been largely due to the second factor in 
eredit, confidence in the willingness of the 
borrower to meet his promise to pay, thet Dominion 
credit has been maintained. It would have taken 
but a whisper of bad faith to have impaired that 
confidence.” 

Then following on pages 11 and 12 there ere examples 
of what the maintenance of Dominion credit has meant in 
Canada. It has enabled the Dominion to make expenditures 


for relief, direct expenditures amounting to 273,000,000. 
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and that is exclusive of federal public works amounting to 
$63,000,000. In addition to that, it has come to the 
assistance of the four Western Provinces by way of loans 

and guarantees to enable them to meet their own and 
municipal share of relief, and a year ago these loans 
amounted to $127,000.000. This amount has been substantially 
increased in the last year and a half, 

. THE CHAIRMAN: That is, $400.000,000 apart from 
expenditure on public works? 

MR. LEONARD: On relief; yes; Mr. Chief Justice, Then 
of the above loans, the Dominion agreed to write off, in 
connection with the blanket adjustment plan in Manitoba and 
Saskatchewan arranged in concert with municipalities and the 
provincial governments the amount of $18.000,000, So that 
is in addition to the direct expenditures of the Dominion 
Government 

"Tn addition to the above loans the Federal 
Government guaranteed the Treasury Bills of the 
Provinces of Manitoba and British Columbia for an 
aggregate amount of $6,520,661 and guaranteed the 
assumption of the deposit iiabilities of the Province 
of Manitoba Savings Office in the sum of $12,442,400, 
which at March 3lst, 1937, had been reduced to 
7,221 825. 

It was also the credit of the Dominion that was 
put behind the operations of the Canadian Co- 
operative Wheat Producers Limited in order to finance 
its operations designed to assist in stabilizing 
the grain market during the years 1931-35, 

Other instances could be given, but the fore- 
going illustrate sufficiently the value of strong 
federal financial credit in times of emergency. It 


should be noted that the Dominion was not able to 
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accomplish these results by virtue of its taxing 
powers alone; actually, notwithstanding the 
imposition of heavy federal taxes, it has had 
successively unbalanced budgets and it has been 
obliged to finance these deficits as well as its 
special and capital expenditures by borrowings 
aggregating since 1930 over $900,000,000, 

We can sum it up by saying that it has been 
the maintenance of Dominion credit that has carried 
us through the depression. Looking to the 
future, the federal taxing powers and responsibilit- 
jes, as well ac our national attitude toward 
financial obligations, must be based on the 
necessity of preserving Dominion Credit as the 
bulwark upon which we shall have to rely in times 
of national emergency." 

COMMISSIONER ANGUS: Is it possible that the high 
value of new borrowings, some of them for very short terms, 
helps to bring down the average? 

MR. LEONARD: Yes, Professor Angus, and of course, 
the extent to which there are call features. For example, 
last year $236,000,000 maturing made quite a substantial 
difference, Strangely enough, Australia had a great deal 
of maturing and callable bonds during the same period. 

COMMISSIONER ANGUS: I wonder if they borrowed as 
much? 

MR. LEONARD: They had not borrowed as much, during 
that period, no. That is my general understanding of it, 
‘they have had considerable unbalanced budgets too. 

Then Section E, Provincial Credit: 

"Second only in importance to Dominion credit is 
ie credit of our’ mine Suites charged under 
our federal system with certain necessary 


responsibilities of government, and sovereign in 
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"their field of jurisdiction. All provincial 
governments heve had difficulty in meeting the 
severity of the depression but in varying degrees, 
Deficits on current account have been the rule since 
1929 with but few exceptions, and every province of 
Canada today has a much larger debt than in 1930, 

UShp) ovnene and agricultural relief have 
contributed largely to this increase in debt. The 
major portion of the expenditures for relief has 
been funded; in fact, some provinces have 
capitalized their entire expenditures, 

The extent to which unemployment and agri- 
cultural relief has contributed to provincial 
financial difficulties has a very important bearing 
on the question of reallocation of taxing powers 
and responsibilities, If such relief on the scale 
of 1930 to 1937 is not a permanent factor in our 
public finance, then permanent changes in federal 
relationship should not be based on the record of 
the last seven years nor on the present situation 
in so far as it has been caused by that record, 

If we view our Constitution in its strictest 
sense, rslief to the poor and to the unemployed 
is primarily the responsibility of provincial and 
local governments, This constitutional 
responsibility is more evident when one looks at 
Australia and See that the states and municipalities 
carried almost the entire cost of unemployment 
relief. No direct contribution towards the cost 
of unemployment relief was made by the Common- 
wealth Government; certain contributions were 
made by it to assist in unemployment relief works 
in 1930-1, amounting to £750,000, and special 


grants have been made to three states not directly 
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related to unemployment relief. On the other hand, 
the states imposed certain unemployment relief 
taxes and along with the local governments carried 
the chief burden of unemployment," 

THE CHAIRMAN: Of course, the States in Australia 
are not restricted in taxing powers as our provinces are, 

MR. LEONARD: They have full powers of direct taxation 
although 1 bebreve in “actual «practice there is not a 
great deal of difference between the taxes imposed by 
the States and by the Commonwealth. contrasted with 
Canada and the Provinces, 

COMMISSIONER DAFOH: Are they not in receipt of 
larger subsidies from the federal authorities than is the 
case in Canada? 

MR. LEONARD: -Yes, the subsidies are much larger, 
They go back. of course, to the fact that the Commonwealth 
only started in 190i and the Commonwealth took over the 
customs and naturally at that time they were very 
substantial, and the subsidies ever since 1901 have been 
on a very much larger scale than they have been in 
Canada . 

"Turning to our Canadian situation, it is 
pertinent to raise the question as to what would 
have happened in the depth of the depression to 
even our strongest provinces had they been left 
to carry the responsibility of unemployment 
relief without Dominion assistance, 

On the other hand, it is equally relevant to 
consider what would have been the effect on 
Dominion finances and credit if unemployment relief 
had been a national responsibility solely and our 
federal government had been obliged to earry the 
entire burden, 


A third consideration of importance is that: 1 
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the carrying out of the method adopted in Canada 
of joint federal and provincial action, of nine 
provinces with the same constitutional respon- 
sibilities and taxing powers, four have had to 
reccive loans from the Dominion to meet the whole 
or a portion of their own share of relief 
expenditures, and. the other five have been able 
to finance themselves, Ontario has been able to 
balance its.budget, including its share of relief 
- a2 result that the Dominion has not been able to 
accomplish. 

Ta tne result, sit aupears TO us’) thet in 
seeking to establish provincial credit throughout 
Canada on a strong basis for the future, there are 
three main divisions to the problem, 

The first is the remedying of the present 
G@iftficulties of certain of the provinees as a 
result of the extraordinary conditions of the past 
eight years; the second is the provision for the 
future method of dealing with the factor that 
has been the chief cause of provincial troubles, 
namely, unemployment and agricultural relief, and 
the third is the matter of any further changes in 
revenues or responsibilities after the first two 
aspects have been considered." 

Section F. deals with the inter-relationship of 
provincial and Dominion credit. Commencing at the second 
paragraph; 

"How important is it to the other provinces 
and to the Dominion as a whole that further 
provincial defaults should be avoided? 

There are reasons indicating that it is a 
matter of extreme importance to the whole of 


Canada, 
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"In the first place there is the effect on 
the credit of Canada and of other Provinces, 6 
is true that Alberta's default has had but little 
apparent effect, when one considers that the 
Dominion and some of the provinces have been able 
to finance readily in spite of that default. It 
does not follow, however, that if two other 
provinces defaulted, the credit of the rest of the 
country would be unscathed, 

There is some evidence now of impaired 
confidence, The last Dominion of Canada conversion 
loan floated in Le~don towards the end of 1937 
evoked this comment from the Financial News:" 

Then follows a quotation, the last part of which reads; 
| 'Nevertheless, the present situation in the 
provinces and municipalities would tend to re- 
flect upon the credit of the government if there 
were any likelihood of its continuance,: 

It does not matter whether one agrees wit 
the Financial News or not, the fact that the 
Financial News is expressing such an opinion 
indicates how the credit of the rest of Canada can 
be petocted by happenings in one part.” And the 
next paragraph deals with that, The following 
paragraph: 

"British and foreign investors hold $1,690,000, 0M 
oni Dominion, provincial and municipal bonds, and 
they in particular arc likely to be concerned 
about this divided sovereignty in taxatio if it 
contributes to major defaults. It would be 
reasonable to expect that their reaction would be 
unfavourable to Canadian securities as a whole, 

From the stand point of ourselves as Canadians 
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responsibility, and of national unity, that impels us 
to make our system of government sound and strong, to 
strengthen the weak iinks, and to help those parts 
that need assistance, 

The policy of Dominion assistance to save a prov- 
ince from default has been accepted in the past. The 
present federal government and its immediate pre- 
decessor have done SO, and the reports of the Bank of 
Canada last spring recommended temporary aid for 
Manitoba and Saskatchewan pending the report of your 
Commission, 

In the light of these reasons and precedents, it 
is our submission that if a province is facing 
default, the Dominion is justified’ in coming to its 
assistance, providing a sound method of doing So can be 
found," 

Section Gy deals with particular provincial credit 
situations, 
"The particular difficulties that now exist in 
provincial finance are those of Manitoba, Saskatchewan 
and Alberta, 

The three prairie provinces have a basic 
Similarity in economy in that they are primarily 
dependent upon agriculture and especially upon grain- 
growing. Furthermore, they rely upon expory markets 
for the major portion of their production, On that 
account the world-wide depression fell with peculiar 
severity upon these three provinces, 

Low prices for agricultural products in general 
and an exceptionally drastic decline in grain prices 
were coupled with heavy losses in volume of production 
caused mainly by drought and rust, 

The effect of the depression has varied in differ- 


ent parts, and undoubtedly the most severe shock was in 
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"the drought area, comprising a small portion of 
Manitoba, a somewhat larger part of Alberta, and 
so large a portion of Saskatchewan as to 
constitute a national calamity, 

We cannot deal with this subject without 
making the comment that in our contacts with the 
people in the drought area we have been greatly 
impressed by the fortitude and courage with which 
they have persevered during this unprecedented 
period of adversity. Their distress has been 
recognized by Canadians generally and by the federal 
government as a national matter, and the rehabili- 
tation of the drought area is being undertaken by 
a comprehensive plan extcnding over a period of 
years. 

It was, of course, inevitable that these 
conditions would strain provincial finances» 

The Commission is gathering information that 
will disclose the extent of this strain, and with- 
out the information that can only be obtained 
from a detailed investigation we can only refer to 
certain aspects of the financial position of the 
provinces that are relevant to our general con- 
clusions," 

Dealing first with Manitoba we now> the total debt 
is $128,153,638, and only two provinces in Canada have a 
lower per capita debt. Then follows a comparison with the 
State debts in Australia on the per capita baS1ISg 

"Of its debt, (Manitoba's debt) some 
$40,000,000 is represented by active revenue- 
producing assets, including the publicly owned 
telephone systems and power commissions which in 
other provinces would be privately owned and 
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the debt is a burden upon the taxpsyer. Of the 
balance of $78,000,000, about $19,000,000 is owing 
to the Dominion Government for relief loans and 
$59,000,000 is owing to the public, 

A very important fact is that only 30% of the 
bonded debt, exclusive of Treasury Bills and 
Exchequer Bonds, of Manitoba is in the form of 
obligations payable in Canada only, An issue 
amounting to $8,156,694 is payable in London only, 
and the rest of the bonds are two-way or three-way 
bonds as between London, New York and Canada. In 
other words, thers is a decidedly international 
aspect to the bonded indebtedness of Manitoba. and 
the fact that approximately 70% of its bonds 
have provisions for external payment has & very 
important bearing from a credit standpoint, 
Undoubtedly a large portion of Manitoba's bonds 
are held by investors in United States and Englend 
and default would have severe reactions in those 
countries,” 

The figures of the Canadian Life Insurance Companies 
for the year ending December 3lst, 1936, showed that they 
held $7,062,846 of Manitoba's bonds, or less than 6% of 
the total debt, The United States Life Insurance Companies, 
4,4%, in so far as we can get that information from the 
report of the Dominion Superintendent of Insurance. 

WWe have no information as to other holdings, 
but no doubt 2 very substantial amount of the bonds 
will be held by the sinking funds of municipalities 
jn Manitoba. In addition, there will be holdings 
by organizations such as workmen's compensation 
boards, pension funds, benefit societies, and 
religious and cheritable foundations. Such inter- 
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"ing respective advantages and disadvantages to 
Manitoba inpaying its obligations in accordance 
with its contracts, or of altering them. An 
apparent saving in interest results in an addit- 
ional expense or burden in another direction, 

The interest payable by Manitoba on its funded 
debt in the fiscal year ending April 30th, 1937, 
was °5,693.063, Of that amount the government 
received back in interest from the telephone 
systems and other self-supporting enterprises 
and, om its school landsvfund $2; 162,185.04 Phas slert 
interest of $3,441,000 to be paid out of taxation 
and other revenues such as the Dominion subsidy, 
Liquor prOTIts,~ etc, 

This net annual interest charge of $3,441,000 
is $4,84 per capita, 

The relative burden of such an annual 
charge depends upon the productive income of the 
people, It was the drastic decline in that income 
which made the burden of the debt difficult during 
the past few years; but Manitoba has come through 
that period without defaulting and without any 
permanent impairment of credit if a normal period 
of productivity ensues, Its 1937 record shows the 
great recuperative ability of Manitoba, and this 
has been reflected in the provincial finances, 
For the current year ending April 30th, 1938, it is 
expected thet Manitoba will have a surplus of 
$611,000 (exclusive of unemployment relief which 
the Dominion is providing by way of.4 loan) without 
taking into consideration the special subsidy of 
the Dominion Government of $750,000. 

Even if we conclude that Manitoba's debt is 


within the ability of the province to carry, there 
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“are other important factors in the financial 
position of the province and its people to be 
considered, The objective to be Sought is not 
merely the payment of its present debt, but the 
maximum development of its material re- 

sources and the increased prosperity of its people, 
To attain that objective will require the main- 
tenance of the credit of the province, 

In its brief the government of Manitoba 
suggested an alteration in the terms of its present 
obligations so that bondholders would receive a 
reduced interest rate on a refunding of 
non-callable bonds. The suggestion is predicated 
upon certain assistance from the Dominion government 
and upon the assent of the bondholders, 

Apart from any other considerations, we believe 
that the practical difficulties in endeevouring to 
obtain the assent of holders scattered all over 
the world would result in an element of compulsion 
in any attempt to carry out such a plan, 

If the province's credit is impaired, then 
the present saving of interest would be penny wise 
and pound foolish, Future higher interest charges 
and loss in the productive capacity of the people 
would far outweigh the apparent gain, 

It. is our submission that the proper course to 
be pursued is rather one directed towards placing 
and maintaining the credit of Manitoba on the 
strongest possible basis," 

THE CHATRMAN: Do you discuss later, Mr. Leonard, how 
that should be done? 

MR. LEONARD: Yes, the suggestion is included in the 
en The next paragraph refers to the effect of the 


depression upon Saskatchewan. Then in the middle of the 
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paragraph: 

"Coming on top of the previous seven years, 
the calamity was of ‘such great magnitude that it has 
been recognized as of national importance calling 
for national assistance, The municipal and provin- 
cial governments have endeavoured to cope with 
this catastrophe, but even assuming a strong 
financial position at the beginning of the depression 
it is probable that they could not have carrie@ on 
without assistance. In 1928 the total expenditure 
of Saskatchewen on current and capital account was 
under seventeen million dollars, whereas the 
relief requirements of the province during the last 
seven years have averaged over that amount, 

Saskatchewan entered the depression in a 
relatively good credit position. Its net debt was 
not large in relationship to its resources and 
record of production, and in Tact: the capital cide 
of its financial statement was probably the best of 
any province in Canada. in the last seven years it 
has had to borrow from the Dominion Government for tlk 
province's share of relief expenditures over three 
times what the net debt of the province was in 
1929, 

In the result, Saskatchewan's problem has 
been caused by factors which have been beyond the 
power of the people of that province, its government, 
or its debenture holders, to cope with, and if 
those factors are to continue it will still be 
beyond their powers, 

The problem is one of endeavouring to chart the 
future and determining how far the next few years 
will reverse the record of. the past eight years, 
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past. For a period from 1916 to 1928 we estimate 
that the average annual income of its citizens was 
above the average for Canada. If Saskatchewan's 
climate is cyclical, and the next period were in 
any way like the record from 1916 to 1928 rather 
than from 1929 to 1937, there would be a 
tremendous difference in the financial sitwation 
of the province and its people. No one can 
predict what will happen, but we do submit to this 
Commission that the opinion of those best qualified 
is that the drought will break and that the 
productivity of Saskatchewan will come back. Our 
own experience endorses that view and we desire 
to go on record as believing in the future of 
Saskatchewan as a great wealth-prodvucins part of 
this Dominion, We recognize that mistakes have 
been made in the past in settlements on farms where 
the soil was too light for grain-producing in 
a semi-arid climate, and that even the heavier 
lands will be subject to recurring periods of 
non=productivity through drought. Nevertheless, 
given proper administration of its natural 
resources and its fluctuating economy, we have 
confidence in the future of Saskatchewan and we 
believe. that it will again produce as it has in 
the past," 
The next paragraph deals with the Prairie Farm 
Rehabilitation plan, Then the second paragraph: 

"These facts have an important bearing upon 
the credit position of Saskatchewan. If its present 
debt problem had now to be dealt with solely as a 
matter between creditor and debtor and the ordinary 
principles applied that govern adjustments 


between an honest debtor and a reasonable 
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“ereditor, there is no doubt that the Province 
cannot pay at this time in accordance with its 
contracts; but such relief as might be 
accomplished by default or an alteration of terms 
would not begin to meet the necessities of 
Saskatchewan's situation. Furthermore, as the 
Bank of Canada report states, "In no other section 
will credit be so necessary in the future, and in 
no other section is it now so important to 
maintain confidence in the good faith of 
borrowers." 

It seems to us that Dominion assistance will 
Still be required until such time as the return 
of good crops and the rehabilitation of the 
drought area have repaired the ravages of the 
last seven years, We shall deal later with the 
form that such assistance might take in relation 
to Saskatchewan's debt, 

ALBERTA 

We understand that the Commission has on file 
the Walker-Elliott report on Alberta's financial 
Position I1n\19S6, and we prefer toy the, conclusion 
reached by it that the province could meet its debt 
charges, The Bank of Canada report in 1957 
points out the arbitrary reduction of its bond 
interest by Alberta was not necessary to meet the 
total current and capital expenditures of the 
province during the fiscal year 1936-7, 

Had Alberta not repudiated its obligations, 
and instead followed the example of Saskatchewan 
and Manitoba and accepted loans for relief and 
grants to balance its budget, it would have been 
able to pay its interest obligations without any 


heavier taxation on its people than it has imposed, 
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"wealth and income of its people will require 
future credit, 

An analysis of the provincial bonded indebted- 
ness of Alberta shows that the province's position 
from the standpoint of the relation of the debt 
to the income or wealth of its people is not as 
difficult as that of Sasketchewan, and but little 
worse, if at all, than Manitoba. It is better than 
that of some provinces of Canada that have not 
considered defaulting on their bonds and in Tact 
have maintained a high credit position, 

Any solution that would be applicable to the 
problems of Manitoba and Saskatchcwan should there- 
fore be able to take care of Alberta also, It is 
an essential, of course, that there be a willingness 
upon the part of any provincial government to do 
its part if credit is to be maintained or restored, 
In the case of Alberta, this would require a change 
from the present attitude, 

In considering the provincial finances of 
Manitoba, Sasketchewen and Alberta, a situation 
exists with respect to private credit which has a 
bearing on the restoration of their provincial 
credit, 

To accomplish any permanent rehabilitation of 
government finance in those provinces so that the 
productive capacity of the people will be able to 
carry not only the present r quirements of government 
but also the normal expansion of a progressive 
people, credit. will be required for individualsy* as 
eitizens are able to increase their own material 
wealth through the wise use of credit to develop 
farming, to buy equipment, to build houses and 


factories, their tax-paying ability increases, Con- 
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“versely, static or deteriorating conditions will 
increase the present difficulties of provincial 
finances, 

We have pointed out the importance of credit 
from a government standpoint, but it is of even 
greater value in its individual aspect. No 
country can nowadays be progressive unless it is 
expanding its capital assets through the sound use 
OL eredit.* 

The paragraph at the bottom of page 27 and the top 
of page 28 shows that mortgages represent in the case of 
one citizen, the average contribution of fifty other 
citizens, 

"Sometimes debtor and creditor relationships 
are beclouded in an atmosphere that suggests that 
debtors are poor and creditors are rich, and popul- 
ar sentiment is appealed to on that basis, and 
this misconception has been a partial cause of 
the cessation of lending in parts of Canada. 

If we are to have a sound system of long-term 
private loans, it must be based on the protection, 
not of borrowers nor of lenders, but what has 
been termed the ‘institution of lending,’ which is 
just as valuable to borrowers as it is to lenders, 
and is an indispensable factor in any modern 
economy a” 

The next paragraph is to the same effect, Then the 
paragraph at the bottom of the page: 

"The development of Western Canada from 1900 
to 1914 was extraordinarily rapid, Manitoba more 
than doubled its population; Saskatchewan and 
Alberta increased sixfold. With the expansion of 
population there was a great demand for capital to 


erect houses, farm buildings, and to buy equipment, 
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“The country was new, the risk uncertain, costs 
were high, and these factors ina pioneer country 
meant that to attract credit from outside 

Sources higher interest rates would have to be 
paid, Even at these higher rates the demand for 
credit exceeded the supply, because the productivity 
of the soil was rewarding settlers with a return 
on their investment that greatly exceeded the 
cost of their borrowed capital and enabled them 
to pay the interest and make substantial profits, 
It was estimated that in 1914 the mortgage loans 
of loan, trust and life insurance companies in 
the three prairie provinces were about $275,000,000, 
and practically all that amount had been advanced 
during the period since 1900, But during the 
period 1901 to 1911 the population had increased 
by over 900,000. or over 215%, the annual 
production from manufacturing and farming had 
jumped from $52,724,622 to $302,063,206, and the 
value of the farm property had increased from 
$158,000,000 to $1,417,000,000, In other words, 
the mortgage debt increase was not great in 
proportion to the increase in population, 

wealth and productivity and no difficulties were 
being experienced generally in meeting principal 


and interest payments," 
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"Following tho outbrcak of war in 1914, there 
was a lcssoning of the domand for new eredit, 
partly because of war-time uncertainty and 
checked immigration, and partly bocauso of 
phenomenal financial returns to farmers. The 
ordinary result of this situation would have been 
to reduce rates of interest had not other 
circumstances also changed. 

Government borrowings to finance war.expenditurcs, 
both at home and overseas, diverted surplus funds 
out of the mortgage ficld into government bonds 
and incrcased intercst rates generally on all 
socuritics. In addition, in connection with 
mortgage investments in the prairic provinces, 


restrictive legislation commenecd during the war 


period. The Sced Grain and Relief Act of the Dominion 
Government ,in 1915, passed at the request of 
provincial governments, placed prior liens on 
all Saskatchewan and Alberta farm lands receiving 
advances, and notwithstanding excellent crops 
and high pricos, littlo effort was made to repay 
or to collect these advances. Moratoria directed 
against mortgages and the virtual cancellation 
of the personal covenant in Albcrta in 1916 
had an injurious effect on credit. 

Notwithstanding representations then and 
subscquently made to the governments of these 
three provinecs that legislation which made it more 
difficult or less safe to lend on mortgage would 
dcercase the supply of moncy and mcan continued 
high interest ratos, the trend of such legislation 
has continucd almost wnintcrruptcdly sinee tho War. 
We have set out in Appendix "A" to this brief a 


list of Acts now in foree in the threc provinces 
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which croato prior lions and also sono oxamplcs 
of dubt adjustment legislation. As a rcsult of 
tho prior lions; it has beon true for some 
years that there is no such thing as a first 


mortgage on farm lands in the prairic provinecs." 


Tho prior licns are set out in the appendix. 

THE CHAIRMAN: That is tho appendix 2, is it? 

MR. LEONARD: That is tho appendix 2, part 2 of 

the brief. 

THE CHAIRMAN: Yos. 

MR.LEONARD: We listed all refcrencces to taxcs 
including those which are ordinary in other provinces 
as well as those which aro extraordinary in the West 
beeause they vary, and there is a fairly complete 
summary of the prior liens and taxes and some references 
to the dcbt adjustment legislation in those three 
provinces. They make quite a formidablb;list, Mr.Chairman. 

THE CHAIRMAN: Yos, they do. 

MR.LEONARD: Going on,on page 30: 

"While exact figures are not available, our 
Peeorie show that the first mortgage investments of 
the life insurance, loan and trust companies in 
these thrce provinces are approximatcly the same 
amount as in 1922. This is mors striking when one 
realizes that in the same psriod their mortgages 
in the other provinecs of Canada have increased 
more than two and a half times. In 1921 these 
companies had more leans in Wostern Canada than 
in the eastern provinces, and since that time, 
although the total investments of these 
companies in mortgages in Canada incrcasod by over 
#280 ,000,000, practically all that increase went to 


other parts of Canada. 
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A factor contributing in great mcasuro to this 
retarding of credit has boon the logislation to 
which we have referred. It is impossible to astimate 
how far this in turn may have slowed up production, 
but it is cortain that until tho trend is revcorsed 
the lack of credit will be a serious handicap to 
the people. As a matter of self-intcrost, it should 
be xccognized that the way to devclop their resourccs 
to tho full is to remove the rostrictions that now 
provent credit, and in place of thom to ancourage 
the propor use of capital, and by reducing the loss 
and oxpense factors and inercasing the supply of 
moncy, intcrost rates will be on a lower and sounder 
basis. 

The depression since 1929 has, of course, fallen 
very severly on the throc prairie provinces, and under 
the best of circumstanccs somc remedial measurcs 
would doubtless have been required to help casc the 
shock of falling income in rclation to fixed charges. 
Tho exceptional and cmergeney conditions of the last 
fow yoars should not be allowed to obscure our 
vision as to what is the course of wisdom in the 
long run. The last soven years have left us with 
some debt problems, but they are not of such 
magnitude that they cannot be satisfactorily cleared 


up in a proper way without destroying future credit." 


Then follows a reference to the plan the 
Association companies have pursued of individual 


adjustment except in tho case of blanket writc-offs 


by arrangement with the provincial and Dominion 


governuient. 


The socond paragraph from the bottom, we start 


to dcal with the intcrest ratcs in Westorn Canada: 
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"Because tho mattor of intercst ratcs in Westorn 
Canada has becn widely discussed and a wrong 
improssion may have becn created, we should like 
to give the facts within our knowledge and point the 
way towards improved credit and lower interest rates. 

Dealing in the first place with the variation 
in interest rates betw on first mortgages in 
Western Canada and those in the older-established 
provinces, we have taken the experience of one 
company whose scope of operations is wide cnough to 
make it fairly representative of trends in mortgage 
interest rates in Hastern and Westorn Canada. In 
the Minutes of Proceedings and Evidence of the 
Select Standing Committee on Banking and Commerce 
in 1933, on page 78 is set out a table of the 
experience of this company. 

An analysis of this table shows that during 
the period of fifteen years from 1917 to 1931, 
inclusive, the spread between the interest rates 
on new loans in Ontario and those in Manitoba 
rangod from .07% lower in Manitoba to .71% 
higher, and that the average rate in Manitoba over 
the whole period was forty-one one-hundredths of 
one per cent. higher than in Ontario. Similarly, 
the average rate in Saskatchewan was eighty-four 
one-hundredths of one per cent., and in Alberta 
it was cighty-nine one-hundredths of one per cent. 
For the three provinces the variation over Ontario 
was seventy-two one-hundredths of one per cent." 

Those interest ratcs are weighted, that is the 
actual amount of the debt is taken into consideration tO 
make it a truce figure. 

THE CHAIRMAN: What was said to us out in the 


West, Mr.Leonard, as you know, was that generally speaking 
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the mortgage loans in tho cast were, wo will say 6% 
and they ran 8, 9 and 10% in tho Wost. 

MR.LEONARD: This is an ondecavor to mect that. 
At least it is an answer to that stataaent that thesc 
are the actual exporicnecs of one company which in 
some respects might show a snaller variation, in 
other respects a larger variation, but it is impossible 
to got a composite picture. This is as true a picturc, 
I think, as could be obtained, because it was a canpany 
that was londing in both placos, it had a sufficient 
volume of business to make its figures fairly represcnta- 
tive, end .i6,Lithink, a trie picture of the situation. 

I havo. carricd the table,that was givon in Ottawa of 

™33 down to date and it is available to the Commission 
if it so desires. We only took the poriod to '3] because 
loaning ceased in the West as far as this company, and 
generally; about) *31, 32. 

COMMISSIONER MacKAY: These figures apply only 
to first mortgages? 

MR.LEONARD: Yes, Dr.MacKay. 

COMMISSIONER MacKAY: You have no figures applying 
to othor forms of contract, second mortgages? 

MR.LEONARD: No, we are not engaged in the second 
mortgage business in any respect and speaking from ny 
own knowledge I do not think there has boon any real 
sccond mortgage busincss in Westom Canada. It is 
gcnerally represented by sccond mortgage back on 
purchase price, on agrecment for sale. 

The sccond paragraph from thobottam on page 32 deals, 
then, with the cost factors and shows that the cxcoss 
annual cost in the case of this company on branch 
expenses only over Ontario was .53%. 

"That is to say, it has cost $5.30 more cach 


year to handle $1000 of mortgage investucnts in 
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the West than in Ontario. Deducting this 

increased cost from the oxecss intcrest ratcs 

for tho three prairie provinces, the rcsult is 
that thore was a margin of nineteen one-hundredths 
of one per cent. 

In othcr words, on every thousand dollars 
loaned in Wostcrn Canada there was one dollar and 
ninety cents received in intercst cach year 
more than in Ontario, and if the losses were no 
greater than in Ontario, this amount would have 
represented the additional profit over lending 
in Ontario. 

In fact the losses actually realized and 
ebsorbed-during thisrperiod from Lolo stor 195 
in the three prairic provinces considerably 
excccded that margin, without in any way considor- 
ing the subscqucnt much heavier losscs and 
voluntary adjustments made since 1931. 

These figures show why 2 spread has existed 
on interest rates and why, notwithstanding that 
spread, institutions have preferred to invest 
in other parts of Canada. It would have becn 
greatly to their benefit if they had becn ablo 
to lond in Westorn Canada at the sameratc as in 
@ntario with the same cost of doing business and 
loss factors as in the latter province. 

We have dealt so far with the spread in 
interest rates as between Ontario and the West, 
and we propose now to consider the broader 
question of the total cost and the loss or profit 
factors in the business of mortgagc londing 
with particular rclation to Westorn Canada. Wo 


are prompted to do this by the statcmont in the 
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brief of the Saskatchowan Govornmont at page 329 
to the following cffcct: 

"Intorest ratcs in loan contracts havo boon 
high, although it cannot be donicd that tho 
borrowcr has agrecd to pay these ratos. Ncver- 
theless, it would probably be fair to say that in 
the casc of an oight por cent. intorcst rate 
at loast half of thc rate charged must have boon 
for tho creation of a reserve as a protection 
against tho risk that was taken. This is a 
considoration that will no doubt influcnee 
creditors in the direction of making roasonablo 
comproniscs. ! 

Tho suggestion inherent im this statcmcnt is 
that tho busincss of lending moncy in the prairie 
provinees on the socurity of first mortgages has 
been an oxceptionally profitable one that should 
have permitted huge reserves to be established 
by those ongaged in it, and that, notwithstanding 
adjustments alrcady made anda the roduction of 
claims by many millions of dollars, these rescrves 
ought to mako it possible to make furthor ro- 
adjustments on tho most gencrous basis without doing 
scrious harm to tho lendors or impairing the 
sourees from which future borrowings must cole. Such 
aA suggestion shows a lack of understanding of the 
conditions undor which tho business of nortgage 
lending has in fact bocn carriod on and of tho cost 
items that must be taken into consideration in 
dotormining what surplus of profit is available to 
mect excoptional or extraordinary losses. 

In considering the operation of the law of supply 


and domand as govorning mortgage interest ratos, it 
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is important to note that there are various and 
sometimes numerous sources of supply for mortgage 
investments. The field is not confined to 

organized business, as in banking and some 
industrial activities. Private investors, 

directly or through lawyers or brokers, compete 

with institutions and they in turn compete with 

each other. In the constitution of this Association 
it is expressly provided that there is no binding 

of its members on matters affecting their business, 
and in point of fact there has never been and is not 
now any agreement among them as to rates of interest. 
Mortgage interest rates are entirely governed by 

the law of supply and demand with private investors, 
companies, and sometimes governments competing for 
the most desirable investments and seeking to 
minimize costs and avoid losses. 

From the standpoint of those who are in the 
business of mortgage lending, there are three 
factors that must be met before any profit cam be 
made, and if, over a period, an interest return 
sufficient to cover these factors canna be 
obtained, then the business is being conducted at 
a loss and those engaged in it must either withdraw 
or face the inevitable consequences. These factors 
are the cost to the lender of obtaining money, 
operating expenses and provision for losses. 

We have already pointed out that the loans made 
by lending institutions represent the accumulation 
of small sums contributed by a number of individual 
investors. Obviausly, in obtaining these sums 
such institutions most compete with other forms of 
investment available to the public,notably the 


bonds offered in small denominations by the Dominion 
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of Canadaand other public bodics. This situation 
is obsecurcd to some cxtent by the fact that some 
of the institutions receive the public's moncy 
on life insurance and other contracts that have 
special cost features of their own, and the 
clearest illustration is that of a loan company 
obtaining money through issuing debentures. The 
rate of interest such a company will have to pay 
to obtain money is detcrmined by the current rate 
obtainable on Dominion of Canada long term bonds, 
and over a period it will havo to offer to the 
investor a rate of return in oxccss of the rate 
obtainable on such bonds. Basically thc same 
considerations will govern all others competing 
for the public's money, whether loan companics, 
trust companies or life insurance companics.” 
Then,rcference is made to a table showing the yicld 
during this period of 1919 to 1931 on Dominion of 
Canada bonds, a yicld of 5.14% and a reference is made 
to the rate of interest on the debentures of a Canadian 
loan company which is set out in Appendix (B) and 
is 5.27%. 
"The average rate obtained by this company during 
the period on mortgage loans in Manitoba was 7 5Sh%- 
During this period the average margin of gross 
profit in obtaining money from the public by issuing 
debentures and relending the procecds on the 
security of first mortgages in Manitoba was, tuere- 
fore, 2.26%. This is the margin that was available 
to mect the other two cost factors referred to, 
namely, the operating expenses and losses. 
In attempting to obtain figures of operating 


expenses and loss experience for the same period, 
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namcly, 1919 to 193°., wo have onee more selected 

the samc company as being fairly representativo of 
the general average. So far as costs of operation 
are concermmed, it is believed that those of this 
company would compare favourably with others cither 
from the point of view of economy and efficicncy 

or by-correlation to the volume of loans outstanding. 
With respect to loss experience, some companies would, 
of course, Show a more favourable record and others 
one less favorable, depending upon individual 

skill in the selection of loans and the imponderable 
element of chance. To obtain any statistical state- 
ment of the costs and losses of all the companics 
and to attempt to compute a hypothetical average 
experience would be a formidable task and the 
figures so obtained would, in our opinion, be less 
useful than those showing the actual expcrience of a 
particular company. 

This company informs us that during the period 
the annual cost of operating its mortgage lending 
business in Western Canada, before making provision 
for losses, was approximately 1.50% of the average 
principal amount of mortgage loans outstanding." 

When I use the word "approximately" it would be either 
PAO. oO Or 1.51, Tt ie within whet sights radius, 
depending on taking some figures out. 

"Mis percentage may be compared with the 
evidence given in 1926 by officials of the leading 
loan and trust companies before the Standing 
Committee on Banking and Commerce of the Senate of 
Ganada. At that time one company stated that the cost 
of management at Hastern branches was .56% and the 
cost of management at Westcrm branches was 1.56% 


without any allowance for losses. Another company 
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stated that its cost of managomcnt in Ontario was 
1.49%, and for the thrcc prairio provinces 1.92%, 
and that the cost of managemont on farn mortgages: in 
the three prairic provinces would bo over 2%. 

Those figures were borne out by an examination at 
that time of the Government Blue Books, which showed 
in the case of companics with a Dominion register an 
average cost of 1.70%, and in tho case of companics 
with an Ontario registcr an average cost of 1.78%. 
This percentage of 1.50% moans an annual cost of 
$15,000 per $1,000,000 of mortgage business and 

it might be noted that taxes are an approciable 

item in these costs and that the salarics and 
travelling expenses of inspectors alone form about 
20% of the costs in Westorn Canada, whercas thoy 

are a nogligible itcm in Ontario. It is bcliovod, 
therefore, that an average annual cost of 1.50%, 
related as it is to a substantial volume of mortgage 
business, represents for this company an achicvemont 
in economy of operation that was substantially 
better than average. 

Deducting this annual perecntage from the previous 
percentage showing a gross profit of 2.26%, we have 
an annual percentage of .76% availablo to provide 
for losses. The period sclected, namely, 1919 to 
1931, was on the whole a vory favourable one, and 
if the figures wre extended to cover the period 
Since 1931 the ratio of losses would be substantially 
higher. Nevertheless, even during this period 
losscs actually absorbed amounted to .47% per annum 
of the total amount of mortgage investments in 
Manitoba and for the threo prairic provinecs taken 


as a whole, .44% per annum of the average total 
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amount of mortgagcos outstanding in these threc 
provinccs. 

Deducting tho lesser of these two perecntages 
from the percentage of .76% previously dotermincd, 
we find a margin of profit of .32% per annum as 
the sum which this company would have available 
to ercate a reserve to mect the extraordinary 
losses of recent years. It is scareely necessary to 
draw attention to the differenec botwoen this 
percentage and the ostimatcd amount of 4% por annum 
referred to in the extract quoted from the Bricf of 
the Saskatchewan Governmcnt. Tho truc figurcs show 
quite clearly that oven during this period the 
margin of gross profit has beon quite inadcquatc to 
cover costs of operation on any basis, however. 
Gconomical, and to leave a margin sufficient to 
mect the losses that have in fact beon suffcred as 
the result of the succcssion of poor crops and low 
priccs encountered since 1931. 

Tho plain fact is that sinec the War the 
business of lending money on mortgage sccurity in 
the prairis provinces has not becn a profitablo one. 
It may be objected that before the war the business 
of lending was profitablc, and thercfore that was theo 
period during which rescrvoes should have becn 
accumulated. To go back twonty-five ycars is, of 
course, Wisdom after tho event with a vongeancc, but 
nevertheless it is submitted that, if it were 
possible to make one, any analysis of costs and 
profits during that period would show that from 
such profits alone no reserve could have been 
accumulated sufficicnt to take care of the losscs 
already sustainod by mortgagecos during the acute 


depression in Westorn Canada that has lastcd from 1931 
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to the prosont time.Tho suggestion mado in the bricf 
submittcd by the Edmonton Chamber of Commerce that 
the losscs sustained by mortgage londers could have 
becn so slight as to have justified lower rates of 
interest had there beon ‘groator care in chocking 
the purpose of borrowing and the capacity tom pay 
intcrest and principal as duc,’ is in our submission 
also a most erroncous assumption. 

No onc will deny that individual mistakcs have bcon 
made, but therc has been the groatest degrce of sclect- 
ivity used in loaning in Western Canada since tho war. 
To revert back to the statement made carlicr in this 
bricf, the volume of institutional mortgages in 
Westcrn Canada has beon comparatively stationary 
since 1919, while in the rest of Canada it has 
inercascd by ovor $280 ,000,000. In fact, what 
happened was that companics, while having ample funds 
for investment, were adding but slightly, if at all, 
to their westcorn investments, and indoing so wero 
exercising the greatest degree of care in sclecting 
from the considerable volume of business being 
offercd.The factors that they could not control or 
foresce were the legislative interferences with 
the legal position of their security plus the 
combination of poor crops and low prices. 

Taking the whole period from the beginning of 
the ccntury to the present time, the prairie 
provinces have unquestionably been an asset of 
tremendous value to Canada as a whole, and in the 
carnings derived from that asset the people of Canada 
as a whole have shared in varying degrces according 
to their ability and opportunity. It is, however, 


a complete mistake to imagine that, viewod as a 
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whole, the share of those individuals and 
institutions whose business was to lend on 
mortgages has bocn impressive or disproportionate. 
On the contrary, they have been forced by circumstances 
and by legislation to stand a substantial part of 
the losses of recent years without having been ablo 
to obtain compensating profits when times were Zood es 
The loans of the mortgagces made possible the 
physical cquipment of the West, and its conscquent 
development with profit to all; but because mortgage 
loans were made on a long term basis, the mortgage 
lenders find themselves still heavily involved at a 
time when others whose business was on a cash or 
Short term basis have made thoir profits and with- 
drawn them for profitable investment elsewhere. 
To ask, therefore, that mortgage lcnders as a class 
Should be singled out as suitable recipients for 
further burdcns is, in our submission, quite unfair 
and lacking in an appreciation of cither the facts 
of the past or the probable necds of the future. 
Investors must have good memorics ar they soon 
cease to have anything to invest. The rate of return 
on any particular type of investment must, in the 
long run, depend upon an equilibrium between the 
Supply of available funds and the demand for them. 
Taking these two elements together, it becomes ecloar 
that if the development of Westem Canada is to go 
forward and require increasing quantities of capital 
for long term investment, the ratc of intorest at 
which such capital can be obtained from private 
sources will incscapably depend in part upon the 
expericnco of investors during this advorse period. 


It. is. vital, therefore, from the point of vioew-of 
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those who are both presont and prospoctive borrowors, 
that the next poriod of activo development should 
open with a past record as good as it can reasonably 
be made to appear. Otherwise, capital will not bo 
forthcoming in the future from individual lendcrs 
except at rates so high as to stifle development 

and thore will be a conscquont prossure on govern- 
monts to supply that capital. It scems rcasonablo 
to expect that for some time the West will continuo 
to look elsewhere for the capital necessary for 

its development. That Capiveal, If it is to Gome at 
all, must come from cither private or public sources. 
It will come from private sourcos only to the oxtent 
that future possibilities of profitable investment 


can be foreseen in the light of past exporience." 


Then we dcal with the adjustments that we have made. 
We have put into effect a six per cent rate of interest 
on cxXisting farm mortgages throughout Manitoba as of 
January lst, 19357. In addition the members of this 
Association have reduced the amount of the debt and 
the total of such voluntary write-offs during the period 
from January 1st, 1936, to October lst, 1937, was 
$3 ,138,191,88 for Manitoba alone. This does not include 
any reductions undcr the Farmers’ Creditors Arrangement 
Act. 
"These reductions in the intorest rate and the amount 
of debt add considerably to the loss record on 
Manitoba farm mortgages and do not give much 
enoouragement to the prospects of future credit. 
Nevertheless, the situation as to present farm debts 
is not insurmountable if the records of our 
companies are a criterion, and if we assume, as we 


think we are entitled to do, that the years from 1930 
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to 1936 wore abnormally low and that wo shall 

have moro nomal priees and conditions ahoad of 

us. Notwithstanding the extraordinary depression 
which naturally resulted in an increase in arroars 
of intercst,the position of the average farm 
mortgage account in Manitoba is shown by taking the 


average of some 6500 accounts." 


is the accounts of our momber companios. 


"The average mortgago represonts an original 


advance of $3355 on 296 aeres of improved land 


at an interest rate of 7.62%." 


interest ratc is taken from the omxperienec of the 


individual company in the absenee of general figures. 


That 


"As at Decembor 31st, 1937, tho total amount of 
principal, intcrest, charges sueh as taxcs and 
insurance, on these accounts averaged $3424 with 
the interest rate at 6%. Accordingly the actual 
inercase in debt over the amount originally 
contracted to be paid is--- 
is a mistake, that should bo $69 instead of $64. 
"On the other hand, the annual interest now payable 
is $205.44 as against $255.65 duo undor tho 
Original contract. In other words, whilo there has 
becn an increase of debt as an inevitable rcesult of 
the unpreecdcnted depression,yet the recuction in 
the interest rate has effectod a reduction in the 
not annual carrying charge and the actual burdon 
of debt is now very definitcly less than that 
originally contracted. In fact, it is now the same 
as if the original principal had been reduced to 
$2620 at tho contract rate. Tho avorago value of 


the farm at present sale price cstimated at $18 
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per acre would be $5,328, leaving an cquity over 

and above the mortgage of $1,909." 

Then follows similar figures for Saskatchewan: 
An increase of $393. over -the original debt, but the 
annual intercst now payable is $179.88 as against 
$208.03. 

"Southern Saskatchewan has suffercd more than 
any othor part of Canada and it was to mect tho 
extraordinary effects of ycars of drought that the 
voluntary adjustment plan was arranged in 1936 by 
cooperation betwcen thc Dominion government, the 
Saskatchewan governmont, and this Association. Al- 
though the basis of individual adjustments in 
accordance with tho merits of cach case is the 
proper method, the general con@ition in theo drought 
area was such that a blanket plan was adopted. The 
write-off made by the members of this Association 
as part of this plan has amountcd to $18,600,000. 

There is sound ground for believing that while 
Southern Saskatchcwan may be subject to periodic 
droughts, it will also have its cycles of great 
productivity. The moisture conditions of the 
current spring secm to mark the end of the drought 
cyele, and, with sufficient rainfull, Southern 
Saskatchewan is the greatcst wheat producing area 
in the world. There are remedial measurcs to be 
adopted as a result of the experience since 1929, 
and we recognize that it will be neccssary in 
individual cases to make further adjustments of debts. 
The situation is ono that we think can be met by 
the continucd application of cooperation between 
farmers, creditors and govornments." 

Then follows a study of a block of $3,000,000 of 


mortgages in the heart of the drought arca of Southorm 
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Saskatchcwan showing a payment rocord of principal 

and intcrost of 9.343% for tho poriod from 1922 to 

1937. The payment record for tho period from 1922 
to 1930 was 15.1% and on tho basis of 6% interest rato, 
if wc had a similar expcericnee during the noxt nino 
years such an annual payment would extinguish the dobt 
in nino years. 

There is a refercnee to tho fom of agreement 
that has bocn drawn up in connection with tho Saskatchewan 
plan. 

THE CHAIRMAN: Just a moment, on this plan as 


previously stated, "Therefore this analysis gives an 


accurate mortgago paymont rcocord and history of real 
cstato acquired over a pcriod of sixteon years in what 
is the low precipitation arca of the province of 
Saskatchewan, including the years of record deficiency 
in rainfall". "Starting in 1922, there were 1815 
mortgage accounts in the block, and the record of these 
mortgages was followcd through to 1937; loans made 
subsequent to January lst, 1922, were not included." 
What was the result of that picture? 

MR.LEONARD: The next paragraph : "The mean average 

of annual collections related as a percentage of the 

debt owing for the whole sixteen ycar period was 

9.343%." 

THE CHAIRMAN: Yes. That was for both principal and 
interest. 

MR.LEONARD: That was collections, yes. 

"The average for the period from 1922 to 1930 

was 15.1%". Actually during the good times the 
full amount that could have becn collected was not 
collected because there was no pressure . Any collection 
over the amount due was duc to the man desiring to pay, 


rather than the man being askod to pay. 
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At ths bottom of page 42 reforceneo is made to tho 
form of agrccment that has becn uscd in connoetion with 
the Saskatchewan plan involving a erop share payment 
basis, and on a crop share payment basis during good 
times the payments would be much heavier. 

The middle of page 43, the third paragraph -- 

THE CHAIRMAN: But if there was m crop of course 
there would be no payment whatcver? 

MR.LEONARD: That is what happoncd in Saskatchewan 
last yoar, for cxample, in thosc agrecmonts. There was 
no crop, but thcre was no default. 

THE CHAIRMAN: The intercst however, continues to 
run? 

MR.LEONARD: Tho intcrest sides to the next year, 
subjoct to being cxtcnded. I think the whole agreoment 
is extended one year to tho end. 

"Prior to 1936 Alberta mortgage accounts in 
gcneral were in better standing than those in 
Saskatchewan and Manitoba. In the last two years 
this situation has changed, due partly to the 
passing of legislation such as the Reduction 
and Sottlomont of Debts Act (which was held to be 
invalid} and the moratorium, and partly to the 
fact that a plan of debt adjustment similar to the 
one adopted in Saskatchewan and Manitoba, although 
offcred in Alberta, has not been accepted." 

The figurcs for Alborta arc $3047 now owing as 
against an original debt of $2,7M. Assuming a similar 
plan had been put into cffect there is a description of 
the plan, turning over to page 44, a reduction of 
intorest ratos to 6%, tho second paragraph: 
"Taking the position of an average mortgage left 


under such a pian after assuming a reduction compar- 
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rable to that effcetcd in Manitoba and Saskatchewan, 
the result would bo that the dcbt woulda stand at 
approximatcly $2700 or probably loss. Tho annual 
charge for intercst on $2700 would be $162.00 as 
compared with a figure of $218.40 representing tho 
amnual intercst contracted to be paid on tho 
original principal advanced, a reduction of over 25% 


in the annual carrying charge of the dobt." 


( Page 6896 follows ) 
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The plan proposed by the Association was not 
accepted by the Alberta government. 

In view of this refusal it has not been possible 
to put Alberta mortgage accounts on any basis 
satisfactory to either the debtor or the creditor. 
Some progress has been made in individual accounts 
where mortgagors have indicated that they wish 
to pay their debts to the extent of their ability, 
irrespective of legislation. The members of this 
Association recognize that some plan of adjustment 
of present farm mortgage debts is desirable and 
are prepared to assist in bringing it about." 

THE CHAIRMAN: Just a moment, before you pass from that 
point. Have you any figures which would indicate how far 
the mortgagors of the province of Alberta, last year, paid 
interest on their mortgage debts, notwithstanding the 
moratorium, Mr. Leonard? 

MR. LEONARD: I think there would be no difficulty 

in securing those figures. I understand, however, we have 
not them divided between interest and principal. 

THE CHAIRMAN: Did the companies find that as a rule 
the mortgagors paid notwithstanding the legislation? 

MR. LEONARD: There was quite a diversity of experience 
in this connection. It was surprising the extent to which 
the borrowers paid, irrespective of the legislation. As 
a rule, where they paid there was some request for conces- 

sions, and the extent to which the mortgagor paid de- 
pended upon, to a large extent, the concessions which 
were made. In some cases, in fact, in all cases, the 
percentage of those who took deliberate advantege of the 


moratorium without making any arrangement whatsoever and 


who had crops, was surprisingly small. 


THE CHAIRMAN: I was told of one company in Edmonton 
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which had collectcd six per cent of its total Alberta in- 
vestments last ycar, that the mortgagors had paid. 

MR. LEONARD: That would include principal and 
interest collection? 

THE CHAIRMAN: I assumed it was interest, but it may 
have been principal and intercst. 

MR. LEONARD: I think it would be principal and 
interest. 

THE CHAIRMAN: To mc it was a very surprising result. 
I assumed at the time, it was intcrcst, and having regard 
to the moratorium it was a very surprising result. ‘The 
probable explanation is that it was principal and interest. 

MR. LEONARD: It would include urban loans, too. 
A great deal depends upon the proportion as between urban 
loans and farm loans. Urban loans throughout western 
Canada are in good shapc, it is when you go into farm loans 
that the difficulties begin. 

THE CHAIRMAN: It was stressed in the Edmonton Cuamber 
of Commerce bricf as well as in other observations which 
I heard, that there was increascd feeling--probably due 
to information which is being given and so forth--the 
view was expressed that it was less likely that good 
results might be secured in the future unless there was 
some substantial adjustment of this mattcr. In other words, 
a fecling was being cultivetcd, that the mortgagor was 
opressed by the moncylcnders and that there was no moral 
obligation on his part to attempt to meet his contract. 
This is having an cffect upon the attitude of a number of 
It was belicved that unless some concession 


borrowers. 


was madc, it was not likely thet the borrowers would 


carry out their contracts in the future, and that they 


would be enablcd to do so by reason of the moratorium. 


(Page 6899 follows) 
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MR. LEONARD: There cannot be any opression because 
there is no way in which a mortgagor Can TEecGive Lt. 

THE CHAIRMAN: While there cannot be Opression, there 
is no reason why these people cannot believe there is 
opression. 

COMMISSIONER DAFOE: The people have q feeling 
that you arc just waiting to opress them if you get the 
chance. 

THE CHAIRMAN: And that their only safcguard is the 
protection of this legislation. 

MR. LEONARD: In cvcry other province in Canada 
there has been possible somc kind of satisfactory sgrec- 
ment concerning mortgage dcbts, and mortgage legislation, 
insofar as circumstanccs permitted. In Saskatchewan, 
for example, the situation was much worse than in almost 
any other province in this country. There was no 
compulsion cxcrcised in conncction with these voluntary 
adjustments. It was up to the clicnt to say whether or 
not he wanted to ecccpt the plan and take the adjustment 
which was allottcd in the ncw agreement. His alternatives 
were that he could romain under the protection of the 
debt adjustment legislation; he could not be sued under 
the protection of the act or he could go to the Farmers 
Creditors Arrangement Board and secure a larger measure 
of relicf. I bclieve I am right in saying thet less than 
5 per ccnt refused to sign this agreement . I think 
the number of those who signed it within a comparatively 
short period of timc would reach 18,000, These were all 
adjusted on a voluntary basis. Generally speaking, there 
has been no difficulty in dealing with the individuel 
mean. ‘He is a good man and the companics want him; the 
A soit ee desire to help him so far as it is possible. 


All the man asks for is good crops and prices and a reason- 
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able deal; he wants to pay if ho can. This. is the 
general picture. Our difficulty in Alberta has been the 


impossibility of making any adjustment which would carry 


any sanction whatsoever. In fact, it has béen rather a 
case of competition. If the companies did offer an adjust- 
ment which was satisfactory, the competition was tarards 


getting more. It was on a competitive basis instead of 
a basis which would endeavour to work out a plan to meet 


the situation. 

THE CHAIRMAN: I have an impression, Mr. Leonard, 
that the feeling entertained out there by a great many 
people as to the possible earnings or profits of the 
mortgage companies is quite different from that presented 
in this brief, I think you will agree with that. 

MR. LEONARD: I think that is so, Mr. Chief Justice. 

THE CHAIRMAN: If the people there could be satisfied 
as to the accuracy of these statements contained in this 
brief there might be less feeling than there is to-day 
on this question. 

MR. LEONARD: I think there has probably been a lack 
of putting forward the case, such as has been presented 
here. I think that is quite true. 

COMMISSIONER DAFOE: Then there is the almost uni- 
versal belief that the man who holds the bond is someone 
who can well “f° ord to take, what they call, his licking. 
This impression is universal and deep rooted, that it 
involves no hardship at the other end, that this man can 
well afford it. 

MR. LEONaRD: This brief has not attempted, sir, to 
set out the broader picture to the extent to which the 
companies have taken that liuking in their individual or 
joint capacities, There are some tremendously interesting 
figures showing. what the effect has been upon them and the 


extent to which it has impaired their reserves. If it is 


>) & 


——- maga ee 


a we 


ene Yoong * w enous to seat ot sintaltnmaide vari Bike! 
iy ; ¥ LA i fas hive in ei ah n 

edt to eartone 20, eaaterse clase ost oF es : abe ic Se y 
Sudtaseren tame aoe’ PaecettLb ov kup at eetangace egpatrat ; ’ 


-yatleile woh wens Litw sion ainkde: * etme aide at cin ‘ ‘A 


ee , 
sed ivaut Yerno salt x08 at sade ones E Ro a s m4 
bettaltas ad bigs rami alqoed ont sr “maa an) i 
etae ai bonkéiags gdtemetete eeodt 2a yostuides esd ao aa f a eh 
yabeod ot weed aout iteiaiu anol ad ddsia ered ‘tebe ve 4 
| | a corteeup ett ion i | 
pal & heed visadertg asc exedd wats r LAME ce Pe i if 
j 


Hot neco uy aod duit Be Hons (eabe edt Drewro3 sattiug Po mG 4 
count ebtup at tad Ariblt i “ote se 

~ hey teomte ond a! scot cot sMOtad aCKOLRETION, <0) 
enoemos et htod aut 8b.0od orl fem eat Fait tel Lod iadtey | 
sgoltolft ats thee yout testy coast ot bio “0 iiow £180; ‘oat 
ti tatt ,hdteot qeed bac fpenevins aide a 2 alee 

aaD is ekdd tame ne weno si és. qitebtssd On. voviowstt bd Cee 
ee |. protte Stew ats 

ow vate <bosquodin nt sad tobe ei AIR AHO ca ie aud 
pat sioacier ot tetas outs os eiue'oig dodenss ect de tee a 

0 Leubiv tbat sede ae ail fond sovle¥ ever setgaqmps, |” 
pilteenediat ‘Ubwesdgaore: onion ote eter _spotdtnegay, éatot el 
ett ne. met mnogu: need site t02%0. suse deste. ies | 


‘cu. eae ss) 


ah tt. eT, ssomroc thond boxt ag nisl ak dotiw ot sage 


6901 


of interest to the Commission, I would be very 
glad to supply information and statistics along 
that line. 

THE CHAIRMAN: Thank you very much, Mr. Leonard, 

MR, LEONARD: It certainly has not been an easy 
matter. 

At the bottom of page 44 in the brief, reference 
is made to the fact that in other countries there have 
been different methods of dcaling with the debt situation. 
meu ene Top of page 45, -I reads) “tn Caneda, the effect 
Of the legislation has been't—- 

THE CHAIRMAN: Mr. Leonard, would this be a correct 
statement? Taking into consideration the situation of 
the past seven ycars, is there a single mortgage company 
which has made any money in western Canada in the past 
259 years? 

MR. LEONARD: I think you could go back further than 
that. Any company which has been consistently in busi- 
ness since the beginning of this century, I am sure it 
would have a loss, if the whole period of operation were 
taken into consideration. You Sea. the utmost a company 
could reasonably expect to make, the net profit of a 
company during good times is approximately 1 per cent 


per annum of net business. wosses have reached to 4 


substantial percentage into principal. The writing off 
of $18,000,000 in Saskatchewan represented a large amount. 

THE CHAIRMAN: I think most companies would be very 
much further ahead if they had not gone into western 
Canada at all. 


MR. LEONARD: That is the general picture, Mr. Chief 


Justice. 


There is a reference on page 45 to the United States, 


which I quote: 
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"in the United States, between 1933 and 1937, 
farm loans were made by federal agencies to an 
amount of $2,100,000,000, of which over 
$1,800,000,000 went for the purpose of refinan- 
cing existing mortgages and other debts of the 
farmers.* 

I will skip the next paragraph and read the one fol- 
lowing. I quote: 

'We are not suggesting that Canada should 
have don: what United States did. We do feel 
that more could have been done by our federal and 
provincial governments in spreading the burden 
of debt relief throughout the community as a whole, 
or at any rate in framing their legislation with 
more regard to the interests of creditors as well 
as debtors. 

The loaning institutions have obligations of 
their own to a multitude of small investors, and 
these obligations they have performed to the letter. 
By so doing they have protected the savings of 
the people and have earned a high reputation that 
is in itself an asset of the greatest value to 
the people of Canada and to those governments 
and pu'tlic bodies whose own credit standing, both 
here and abroad, depends in large measure on the 
continued faith of individual investors in the 
strength of our financial structure and institu- 
tions." 


THE CHAIRMAN: Mr. Leonard, during the past seven 
or eight years, during the period of depression, while 


there have been tremendous losses in the United States 
by depositors and other parties interested in banks, 
lending companies, trust companies, and insurance com- 


panies, is there any case in Canada, during that period, 
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where any depositor has lost money? 

MR. LBONARD: Not of which I am aware, Mr. Chief 
Justice, and I think that if there were I would be aware 
o1 it. There have been two or three cases in Ontario 
where rearrangements were made with full protection, 

THE CHAIRMAN: Yes, but in all cases, the public 
was protected. The depositors have been protected and 
there is no case in Canada, as I understand it, where 
any loss occured during those years, No person who has 
deposited money with any of these companies has lost a 
dollar, is that not so? 

MR. LEONARD: That is quite true, sir. 


TER CHAIRMAN: And no life insurance company has 
failed to make good its contract? 


MR. LEONARD: That is true, Mr. Crief Justice. 


THE CHAIRMAN: It is a very remarkable contrast to 
the situation in the United States during that same period, 
although the government did come to the relief of fin- 
ancial organizations in a very remarkable manner. 

MR. LEONARD: Yes, the government did, sir. 

At the bottom of page 45, I continue to read from 
the brief: 

‘Nevertheless, the lending companies fear that 
the value of their contribution has not always 
been appreciated, nor the extent to which the con 
tinuation of the present unfortunate situation 
would increase their difficulties.: 

Then following, on pages 46 and 47 are some references 

to the effect that it is unprofitable for the companies 
to acquire property, that is, if the company is in the 
mortgage business. Te figures at the top of page 47 
show the loss of one company in a specified deal. 


I continue to quote from the brief commencing with the 
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second paragraph on page 47. I quote: 

“Where a man is honest and efficient, then, 
even if bad times force him to default, a company 
wants to encourage him to stay on the farm. It 
is in their interest to do so rather than to 
have to take it over and try to find another owner 
who will be as good. 


On the other hand, foreclosures occur in 
other cases, as we have indicated, because of in- 


efficient farming, bad faith, abandonment. If 
the result of a foreclosure is that a farm that 
is being badly operated, weedy, drifting, unproduc- 
tive, is sold to an efficient farmer and is there- 


by restored to fertility, then that is a distinct 


advantage to the community as a whole. 

In our opinion there has been too much emphasis 
placed, in debt adjustment legislation, on pre- 
tecting a debtor merely because he was a debtor, 
Without any regard for the broader interests in— 
volved. It is desirable to protect the honest 
and efficient producers; in fact, they should be 
encouraged, and it will be to the advantage of 
western agriculture to have more lands in such 
hands. This consideration appears to have been 


overlooked in much of the debt adjustment legis-— 


lation and its administration. 

Our conclusion is that it is desirable that 
there should be a future supply of mortgage credit 
for western Canada at rates of interest comparable 
to the rest of Canada and that the attainment of 
such an objective will require: (1) the restor- 
ation of the position of the mortgage to the prior 
place it holds in other jurisdictions through the 


elimination of prior liens; (2) the ultimate 


‘ pee a ee 
uF LReeLeL ITS fee 
o's eho nvenay P Dye hes hy ei 
; Se: whe 3 69 tobe RDB, e, 
he CST aoe ele a Sate Sith 
i $ ‘an? vade et G2 G6 oF 
i fe 
. a) ee eo ’ ‘ , y “4 " 
apent Oo -yenyore Bert OF Sa ea 
oF 7, 
fig 
, 
THOU BeRRBOLoeTOL. de 


é 
F f 3 ey ‘ v =)" ray , 1 fee ‘ 
went DEAS ME 4 n Oyen fe i Gy ar Sg ge ree oi 
ti od , j yt 
Ceiediseeiis af pO Roa a Nae ae : Mh aa 
Se ee RUNS Aaa vod a & qt ‘ 0 Be ; aay " nekert : a” ht LS PN ul a) 
ae ree J / " rh ‘ i Se. oa f 
by BRGRAR dle ® Tho Be BY iV EB ey BS 20) Na orig 


- ‘ ©. 2 
ts , 
aca ar Si. ', ae Ceres sitpioiris 
oy 5: ni ‘ , Ap z he un _ 
SS Ch pew ye tad ae Ji2lad PA FER) . 
” 7 -“ t 
wo Dawe Ly be : i 
2 : ‘ f 1 i ey #7 
»t ef Pd. j 
moor ¢ 1 
+ = fet ‘ 
¢ " hy 4 iy ‘ 
| ay i oe wl a bal AGA ore 
a * v y K \ | 
- 1 \ ' 
‘ pe git y .* ~ ! 
oot it ! ' 
} a2" ta « Grn 
MS i ie si ae * 
F 4 
b ar 33 Cut Cosy i 
rol ‘ - “Cm t, , 
: ek + py * i as eee % 
= & aed GAL Gh ee wae 
reek fot Seer of 
smelt sei 
> ; Pha * ’ 
SP “ rs ar he ee le ore 
vSeLiy MeL ee & Pe PBLoy 
‘ we Fas P cuNk fort ew, yon A ne (0 niin 
t} wai Bata ie Oe v GUS Ye 


ve airing. cued ie 2a aot 6% 


etd’ tede: Daw 


(Ni GLIA. as? oP ies 


ye 


retkupen | 


tHe endl al Saat ap 
i Bortet © ev: 
eat QQan cS) % hoe oe at ere 


yy x? 
La \ 
t ~ 
“a ry oo at 2 ~~ 
) Lotdad e@ yaltoes A 
ie DAF < 
ot Pree t- tne- Teone wy Mey 
it LT oJ ow Loy Oe ee 
Wh 
, ; * a ee es  » ‘ , 
borg siredo itte bits 
. ; , ia 
i OLB ~DOaABTVoone i 
. F 1 
4 at o 
, =a ue vy i os ‘ - 
stutivoitae mcrae . sN 
} 
ebinkmeo utis ~ -sioad 
4 
ee ae ata frye ie : 
a} Lo4 F eaeAooLTSEvV a : Jae 


se ihe 


sei xn ot To. « con wtb bia 


eantd hie... 


hed ae ak 
age ge “eobled ot aren 


“alan es oo Lif Ww one 


GHF 2D <> banRe: 


tr 
2 f hi | te 


tonite | 


Bh LAB 


 aeher et. 


qevit 


i ey 
4. » . de ek we ee 7, 
er oF me 1 OP eR fy oy 7 
¢2O2 OF VMETOV Eat Wah) : 


e 


1 STALE YDS 


u \ 
LES | hi iL rat 
4 
; 
~ W £ ie Pie airy 


“pop abttetion je 
Tae) 8) 


seated ‘ae 


i 
6 


i tsoLdo me jane 


6905 


“elimination of debt adjustment legislation, and 
in the meantime its administration with regard 
to the interests of creditors and the community 
as a whole, and not merely for the benefit of the 
individual debtor; (3) the reduction of expense 
in handling m ortgage transactions; and (4) gen- 
erally putting a mortgage in Western Canada on a 
basis of par as to security and safety with a 
mortgage elsewhere in Canada." 
There follows a reference to the statement of the 
Edmonton Chamber of Commerce that the excess of rates 


on private and public debt over those payable in older 


provinces is sstimated at from 5,000,000 to $10,000,000 
a year. Our bricf gives you a picture of the situation. 
Our companies have about $40,000,000 of Alberta mort- 
gages. The execss interest rate over that in Ontario 
is -89 per cent. The excess interest, if it had been 
paid, would have been $360,000 per year. Actually such 
interest has not becn paid in fact, the real interest 
cost has been less than on a similar amount of debt in 
Ontario. 
COMMISSIONER DAFOE: ‘hat is for all companies belong- 
ing to your association, and doing business in Alberta? 
MR. LEONARD: That is right, Mr. Dafoc. Then 
reference its made to the fact that: 
‘Most of the head offices of lending institutions 
are in Eastcrn Canada, but the supply of funds: for 
mortgage lcnding comes from ell parts of Canada, 
so Alberta citizens, for example, are participating 
in gains or losses on the investmonts of Canadian 
life insurance, loan and trust companies, regard- 


less of where the head offices are situated. 
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"An examination of the liabilitics of Canadian 
loan, trust and life insurance companics rcvcals 
savings of Albcrta citizcns to an amount of ovor 
$68,000,000 with such companics. In othor words, 
residents of that province have a dircet intcrcst 
to the extent of over $68,000,000 in the present 
investmcnts of these institutions, In turn the 
companies hold mortgages in reyedens to an aggregate 
principal amount of $40,000,000, and other invest~ 
ments, such as policy loans and bonds, which would 
bring thc total to over $68,000,000, 

In the result, the citizens of Alberta have a 
direct interest in common with Canadians elsewhere 
in the investments of thcse companics in Alberta. 

Summing up the situation in the three prairie 
provinces, we do not feel that there is any per- 
manent economic defect in their provincial credit 
structure so long as good faith is maintained. 
There has been an extreme dislocation of the fin- 
ances of the provincial governments in the last 
seven years due to agriculture and unemployment 
-alief which they have not been able to cope with 
unaided, and their present position is one that we 
believe will require the assistance of the rest of 
Canada through the medium of the federal government 
to remedy so as to preserve the strength of our 
national system." 

Section H deals with unemployment relief. I quote: 

‘The major cause of provincial and municipal 
financial difficulties has been the extraordinary 
expenditure necessary since 1929 for unemployment 


and agricultural relicf. As this is not a vermanent 


condition, it is our suggestion that this subject 
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"has to be dealt with as a problem by itself and 
that any other measures respecting Dominion- 
provincial financial relationships can hardly be 


determined until the future method of administering 


unemployment relief is determined. 

The subject of unemployment is so vast a one 
and so difficult that it has required the intensive 
study of a special commission over a period of 
several years. For the purposes of this submission 
we are proceeding on the assumption that a solution 
to the problem of future unemployment and relief 
will be developed, either along the lines recom— 
mended by the Purvis Commission ar by some other 
method which will aceomplish the purpose aimed at 


by their recommendation, namely, a planning to 
take care of future periods of abnormal unemploy- 
ment. 

Without considering for the moment the Som- 
mission's recommendations as to the relative fi- 
nancial and administrative responsibilities of the 
various governments, we do desire to call attention 
to certain statements in the Report which are 
relevant to our submission. 

To quote from page 20 of the Final Report: 

‘The Commission believes that by persistent and 
intelligent development of the material and human 
resources of Canada, the standards of living and the 
economic security of all groups of citizens can 

be continuously improved. Indced, added to past 
experience, the strength of the recovery in 

Canadian busincss in recent years already provides 
ample evidence of the possibilitics in this dir- 
action. 


tThe Commission also belicves in the practica- 
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ee Gy OF accclerating the rate at which savings 
are invested in productive private enterprise, 
thus rclicving the government of thc burden of 
aid cxpenditurcs through the re-cemploymcnt impetus so 
provided. With the opportunitics available in 
Canada, embracing vast natural resourccs along with 
a virile people, the maintenance of a background 
conducive to such private invcstmcnt becomcs all 
important.* 

"In subscribing to that statement, we rciterate 
our submission that this development of our rcesour— 
ccs through the investment of savings can only 
be accomplished when sound credit, private and 
public, is maintained. 

There is at the present time in Canada q 
large volume of savings available for investment at 
intcrest rates that are now relatively low. They 
ere held back by a lack of confidence that money 
loaned will be repaid according to contract. 
AgeaA de that contracts will be respected by 
legislation will go a long way towards restoring 
confidence in investment. 

In particular, we believe it a sound policy 
to start clearing away some of the obstaclcs that 
are impeding the building of ncw houscs and other 
forms of private construction. 4s the Purvis 

Commission states, the construction industry is 
one in which employment is still at an abnormally 
low level and where recovery is lagging badly all 
over the country. 

The members of this Association have co- 
operated with the Dominion govcrnment under the 


Dominion Housing Act and loans for the construction 
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"of now houscs and apartments havc becn mudc to 
an amount of ovor $15,000,000. In addition, 
of course, many construction loans have boon made 
and arc !aing made by the companies apart from 
the Housing Act. , 

Two of the obstacles are matters to which we 
have referred--one, the legislative restrictions 
impairing the security of mortgages; and the 


other, as referred to later, the weight of taxation 


on real estate. 

If the confidence of investors in mortgage 
contracts can be restored and strengthened, then 
the construction of new houses will in itself help 
to ease the tax situation. It may be too much to. 
cxpect that our munisipal taxation system could 
be changed so as to follow the English system of 
taxation on rental value, which ‘as the practical 
result that a mortgage is a security ahead of taxes. 
There is much to be said for requiring 4 current 
charge such as taxes to be paid out of income and 
not allowing it to accumulate as a capital charge 
and to be realized out of the capital value of the 
property. Under such e system the financing of the 
construction of houses is greatly facilitated for 
poth the borrower and lender. First mortgages 
would not have to be restricted to 60 per cent of 
valuc and losses would be grcatly diminished, and 
housing construction and home ownership would be 
encouraged. Municipal taxation in Canada has been 
a serious causc of losscs on mortgage investments 
and is a constant danger that requires the great= 


cst care and attantion on the part of the investor." 
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tHE CHAIRMAN: Mr. Leonard, is there any part of 
Canada wherc taxcs were collected out of income and not 
made a capital charge? 

MR. LEONARD: I will refer that to Mr. Fortin. 

MR. FORTIN: I do not think so, 

THE CHAIRMAN: Is therc any placo in the United 
States where thet is done? Have you any practical 
illustration of what you suggest here in opcratinn now?. 

MR. LEONARD: Not in Canada or in the United States, 
but in the Old Country. 

COMMISSIONER DAFOE: Does the experience of England 
ginec the war back up thatt would it facilitate housing? 

MR. LEONARD: Unquestionably, és a matter of fact, 
this factor is taken into consideration in the Housing 

Act. Under this Act, loans are made up to 80 per cent, 
as against 50 per cent in ordinary loans. One thing. 
essential in making an 80 per cent loam is to see that 
the taxes are paid. For this reason, the taxes are 
collccted monthly by the mortgagee and form part of the 
total payment. In other words, in order to try and 

overcome the dangcr of loss through taxes, the mortgage 
company has to become a tax collector and have the taxes 
paid currently. 

COMMISSIONER ANGUS: Is therc a restriction as to 
the size of a municipality in which a housing loan will 
be made? Are thorc some places not eligible? 

MR. LEONARD: Not that I know of, I think any place 
in Canada is cligible, 

COMMISSIONER DAFOB: Wo had some complaint from some 
of the interior cities in British Columbia, I think 
Kamloops was once of them, thet therc were no partics to 
which a person could apply for help. 


MR. LEONARD: That may be so; insofar as institutions 
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are concerned they operatc, as far as possible, on a 
strictly business basis. Loans arc madc with the inten- 
tion that thcy will be rcpaid. Most companies lave a 
branch or some convenient agent or officer in most dis- 
tricts. However, there may be districts which are not 
covered. 1 am not familiar with the situation in British 
Columbia although I know there have been 4 great many 
loans made in British Columbia. Ontario is thoroughly 
covered, Under the regulations laid down in connection 
with these loans, rigid inspections are required. These 
are building loams and sound construction is necessary. 
The property must be inspected during the course of 
construction and naturally you cannot have architects 
or chief inspectors in every part of the country. 

Section I deals with federal assistance to the 
provinces. The first part of this is of a historical 
nature and is quite familiar to the Commission. At 
the bottom of page 52, I read the following: 

“Whatever may have been the reasons vouchasfed 
for the acquiescenee of the Dominion in giving 
further grants, in the light of history it is a fair 
statement to make that the real reason was financial 
or political expediency. Difficult though it is to 
find a satisfactory solution to the problem we are 
facing, yet one conclusion seems inescapabl¢ and 
that is that to continue the methods of the past 
is no solution at all. 

The test of any attempt at solution is how far 
it will prevent the recurrence in the future of the 
difficulties of the past. In the report of the 


McMillan Committee in England on Finance and 


Industry it is stated-- 
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"'No financial system, however devised, can work 
miracles, nor can it cope with all the problems 
which must be presented to it by an unsound national 
policy, whether internal or external, The financier 
is not to blame if the politician sets him problems 
which no financial expedients can solve." 

"Even apart from the political dangers to any 
financial system, it seems an inevitable conclusion 
that no permanent adjustment to an even balance 
can be made between the two governing jurisdictions 
in a federation by any allocation of revenues and 
responsibilities. Revenues from one source will 
decrease, while others increase. Similar variations 
will take place in costs of governmental services. 
The problem is not static, it is dynamic. 

Ifia 'final' settlement took place to-day, by 
a reallocation of revenues and responsibilities sc 
that federal and provincial budgets were all put 
in balance, and then left to carry on as in the past, 
is there any reason to believe that the history 
of the past would not be duplicated in the future? 
To the extent reallocation to-day helps one part of 
our system, it docs so at the expense of another 
part, and yet we cannot tell where the strain, wie 
come in the future. Depletion of cxisting mines 
and natural resources, development of new ones, 
changes in markets, air transportation, new 
industries, all these and many other factors may 
cause marked changes in the relative financial pos- 
jtion of provinces, 

In 1937, in response to an invitation from the 
Premiers of Manitoba, Saskatchewan, Alberta and the 


Minister of Finance of tho Vominion Government - 
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“the Bank of Canada made an cxamination of the 
financial positions of those proviness, and as 4 
result of its investigations and recommendations, 
temporary financial aid was rendcrcd by the Dom= 
inion government by mcans of special grants to 
Saskatchewan of $3,500,000 and to Manitoba of 
$750,000, In the casc of Saskatchewan the 
recommendation was to the effect that the provinces 
itself should e@lso make a contribution towards 
additional funds for current requirements and it has 
since imposed a sales tax which is yiclding a 
substantial revenue. 

The cxamination of the Bank of Canada was 
not ©, dctailcd study of all departmental expenditures 
and reveonuc but a broad general survey of the 
provinces! positions and of the factors which were 
responsible for their situation. 

In the light of the numerous revisions of 
subsidies in the past and of those provincial dif— 
ficulties nov existing, it seems to us to be desir- 
able that further applications for federal assist- 
ance should be dealt with through a development 
of thc method used by the Bank of Canadé, 

To give such applications a morc detailed and 
continuing study, as well as for other reasons, it 
would appear preferable to have them considered by 
a specially appointed body rather than by the Bank 
of Canada, although the reports of the Latter cons 
stitute an admirable basis for analyzing any pro- 
vincial financial situation, and a desirable 
precedent for requiring the imposition of some 


tcrms, if Dominion assistance is to be cxtended. 
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“There is truth and force in tho statement 
that the transfer by onc government of any of its 
revenuc derived from taxation, to anothcr govcrnmcnt 
for the latter to expend on its own behalf, opens 
the door to vicious practices, On the other hand 
it is a defect in a federal system if the central 
government cannot strengthen its weakcr parts so 
that national unity and development can proceed to 
satisfactory attainment. The reconciliation of 
these two principlcs lies in the avoidance of abu- 
ses by proper control over the amount of 
assistance, the conditions attached to it, and the 
expenditure of it. We believe that such safcguards 
are capable of achievement, 
Our suggestion is that it is dcsirable to have 
the Dominion appoint a Commission of « continuing 
charactor to which it would refer applicatims by 
provinces for assistance and which woulé consider 
such applications and which would, in turn, Mere oe 
recommendations to the federal government. 
Such a Commission should be non-partisan, non~ 
political, and of a judicial character operating in 
an economic field. In order that it might consider 
applications in the light of all the interests 
involved including those of the Dominion and non- 
applicant provinces end with all possible data, 

we believe that such a Commission should be permanent 
to the extent that its mcmbcrs should be expected 

to devote their full time to the Commission so 

long as there arc applications for grents and that 

it should have a full-time secretariat. If the 


Commission proved reasonably successful in its 
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"task, it should theorcby tcorminate the necd for 
its continuance on a full-time basis, but it may take 
several years to accomplish that result, 

The succcss or failure of such a Commission 
will depend upon the principles laid down for its 
recommendations and the effectiveness of the nec- 
essary controls over the terms of the assistance. 

We submit that it would be fatal to the succozss 

of such a Commission if it were to endcavair to 
recommend federal assistance on the basis of pro- 
vineial disabilitics resulting from federal 
policies. We shall not elaborate on the reasons for 
that submicsian, which we belicve will be apparent 
to anyone who has studied the history of Canada 

and othcr federal systems. 

The term ‘fiscal need' has been widely used 
to describe a basis for federal assistance to 
atates or provincos. It is an expression capable 
of great divergence of intcrpretation, and on that 
account we do not use it. We do not suggest that 
there are cortain principles which should govern 
such a Commission in making its recommendations. 

In the first place, it should be the desidera tum 

of all Canadians that no section of our country 

should be lacking in certain mininum essentials 

of livelihood that depand largely upon governmental 

action. We refer for example to the care of the 

poor and of those who are unable to look after them 

selves when sick or aged; and similarly there are 
certain minimum cducational opportunitics which 

Canadian citizcns should havc. We do not believe 

that thc conditiohs of the citizens of Canade can 
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"such @ result can be accomplished within a province, 
but it should be an objective to remove thc 

greater discrcpancics by assisting those who are 

at the greatest disadvantage. 

As credit is so fundamental in improving the 
material prosperity of a community, we bclieve that 
a further principle which should govern the recom 
mendations of such a Commission would be the desir= 
ability of mainté: ning the credit of a province, 

We cannot visualize how any province can main- 
tain for any long pcriod of time its other essential 
services of government unless it also retains its 
credit. Without ability to undertake necessary 
capital expenditures for hospitals, sanatoria, 
schools, roads, otck, while it may temporarily take 
care of immediate roquirements, yot it will become 
progressively less able to do soe 

Thercforc, we bolicve that the objective of 
the Commission should bc to maintain the minimum 
essentials of government including the maintenance 
of credit. 

While the functioning of such a Commiss’.on might 
be broadly analagous to that of the Australian 
Grants Commission, there are differences in our 
problems, in our constitutional system, and in our 
economy, that would have to be taken into accaint 
and which would probably require some variation from 


their basis for redommendations. There are, however, 


some of their principles that would be cqually applic- 


able in Canada. 
In Australia, applications for foderel financial 


aid to states prior to the ereation of the Grants 


Commission wore lergely bascd on political motivation 
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"or alleged disabilitics end local injury bocause 
of mombcrship in the fedcration. Thc Australian 
Commission has kcpt clear of politicel aspects 
affecting grants, and, after canvassing very fully 
the basis of disability or injury, has rejected 
it completcly. They summed up their conclusion by 
stating that "the measurement of the total net 
effcets of fedcration is elearly an impossible 
tasks 

"In effect, the recommendations of the Aus- 
tralian Commission are based upon the actual 
financial position of the states as disclosed from 
an exhaustive study of their budgctary position. 
It did not escape the Commission that to give no 
thought to certain causes of financial difficulties 
would put a promium upon incfficiency and cxtrava- 
gance. The Commission's standards to mcasurc both 
necessity and effort are of such a charactcr tuat 
evidences of bad finance would rule out or mater=- 
jally reduce any claim for special aid. 

The Commission has not endeavoured to bring 
budgets into immediate balance by its recommen-— 
dations. 4t is a reasonablc inference that in 
Canada grants would not necessarily have to balance 
budgets, as deficits could be financed as long as 
a more effective system of finance was being put 
into operation." 

COMMISSIONER AMA{US: I imagine it is true, Mr. Leon- 
ard, that while the Australian commission did not pay 
damages for th effect of national policy, it did some- 
times allow states to include in their claim the fact 
that the state was carrying out a policy in which 


the federal government was interested. For instance. 
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the settlement of the western pvart of Australia? 

MM. LEONARD: I think the soldiers settlement was 
one of the factors which the commission took into consider- 
ation. I assume that is more along the line of con- 
sidering certain specific aspects of governmental services 
were federal in nature. 

COMMISSIONER DAFOE: The commission did not expressly 
state that the disability had arisen through federal 
policy. If there are such disabilities the commission 
does recognize and include in their factors the con- 
ditions which might be a result of federal polisy. be- 
cause the commissiondeals with the actual situation of 
the state and all the causes which create that situation 
are contributing factors even though they may not be 
mentioned, 

MR. LEONARD: In that sense, yes, just the same as 
there are other factors in respect of national resources. 
You might say that it all comes out in the wash. There 
may be other important factors such as the tariff to be 


considered, but in the last analysis it comes down to, 
what is the condition of the state to-day. 

We have not called it a grants commission because 
we believe that such a commission would have to operate 
in Canada on different principles. The resemblance is 
rather in the fact that it deals with such grants on 
a year to year basis as distinct from the commissions 
which we have had heretofore in Canada, which deal 
with this question, shall we say, spasmodically. We 
have introduced, in the last few years, probably some 


new features with regard to grants from the federal 


government to the provinces. Grants have been made, 


in reality to keep the province from defaulting. This 


establishes a precedent that seems desirable, now, to 


ned pene fA ee 


ar us Seay eves : etoile ae at . on 
el ale aber he Re mn *. ey = yur BEF no V8 Be) 


L oa 3 * a 
“Ay FP oy ayy 2 RF wy ue ot ode 4 
be. o os “t ; 
oa) a Se Sa ee Lam |. SA A Ay 
Pte % 7 BN 
ar, : 
y q 4 Na ;. - f i 
a ray, Pp os bt Aires > ee a te : 
oe © ! “ LIEV Kae at Mt Py 0 es ¢ 
E. J . 
: ; yy - ' ” 3 ko Ae oe ee ee Se 
mS a od i . 1D ws Ma Pile ~ oe Rr en DORR De et » 
aT. We =i ri “wry Ly yt weg Pa 
F ee de CUR RAS Ru. Beas | = oie 
= yy 8 
wale 
f, aa if aw Pe AS, ‘ Sri cers Test. eet 
{ : , hg ‘ Py =a \ OME yy & F- aehy : Aus tts hal - 1X 
‘ ‘ + y ‘ Cay > 
F \ nde 4 sy ty : uF aes bot grey hy ‘ oe + ie 
WD Ee . rer ae a , hr ahead PLAY ot : Wie ve, 
: ' 
, f 1 ; i 
4 - f line Fh elas ait si \ 
ANSEL ee ratetb She a Boe abe Mel et 4 
f RES Fle jones yey! y ' x } 
y ‘ " m P 4 rs | r 
: ‘ ; Frage! aa 
a , wie : \ ‘ Bd ti Be ! Wid dc 
2 , - 
¢ ¥ t . * b * 
ee » ' é ' * teks 4 i. HG P<. . bi dees tb 
‘ i v3 Fe . ae , 
L ; ge Mera AYO oe i ‘ . 
12 : 
a” Si q 
- 
, ; & on - OF ae Ae tie ms 
t ‘ 3 ish. od a Oe LAA Lat 
6 ett t ¥ A a 
; ‘ / ; - . . "4 < ss aa, 
ee > ’ 
j : ous i aes i 
. , ‘ # ‘ ul ws iy r t aD Be ee | . 
< j bo a 'e. im , wh, . x 
, Sc ae ‘er Ay 4 f f reek fa 
* NG \ . sa : “ , 
o PP Ae r= + aad. nat h a aay 
‘ - 
» 7 ao a i vA our vie 
‘ SOP Re yn oh , ak 4 te J + : Uw 
iy oS ’ f j ee pes vey BT 
= ’ ne” 7 q i 
F . . Yoav 
= . = " Bp. a! H a A uJ , ] 
‘ a ie. A, i 4 ihe 4 - 
P ae vis ty , $ D & J 
ne . a} eg } 4 wy eel F ‘ or & 
Z Q 7 RG bea ty 7 ob » 1 iy ‘ tr < 
a a ‘ Jas 4 < Gag f ’ (es 
ite ae Pr . ‘. a e a a ee a ‘ } v 
iY r od 2 
, ? Tc ‘Fh ie ust é r Fa oe rN J 
h ‘ gi hia t . Ae FOUA a : Phu rt aut 
. S e a 
iy } i 7 . Pe . 
. uy A ' “e i sy ee Af ae | fi 
Py } i aes es) holly ee Dak Om ees 
; i *) ¥ Pt te i ‘ . * i ae ho ye Rn aa 
be ' ARV 4 ch ae Ws we Oa 1 
5 : , ’ Heh OP alee hy 
} y ee» { re ote -) » -F ‘ 
' al we Pee ~ Eek . a i ih rt Aan. i he thy bid ¥, 
5 * a - ‘ bid Mu pe TEAM Dash 
t ! 3 
Te - . q a 
. + J . hd ee ¥..% ‘a , ay A * . DD rn “ - &f 
' i‘ H ‘ , Le de ae 
r i wy Fe ’ 
: f mire fa 2 ie A fer = « Z 
e» OP As ste et > i> ae toy Rig’ we bk fe o fw 
Par i : 4 ’ * . S od Pile 
‘ 


6919 


control. The idea of a standing commission, operating 
on a year to year basis, in an endeavour to balance 
budgets and assist the provinces in working out their 
difficulties is merely a suggestion which is contained 
in its advisory capacity. 

THE CHAIRMAN: Well, Mr. Leonard, it is now 4.30, 


so we will hear you further to-morrow morning at 10.50. 


(The Commission rose at 4.30 p.m., on 
Tuesday, April 26, 1938.) 
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